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PREFACE  TO  THE  SECOND  EDITION 

Although  the  plates  of  the  first  edition  of  the 
"Yale  Readings  in  Insurance"  as  edited  by  the  late 
Professor  Zartman  have  been  preserved,  the  pub- 
lishers decided  upon  a  re-editing  of  the  "Readings" 
rather  than  a  mere  reprint. 

In  the  former  edition,  chapters  on  employers'  lia- 
bility and  workingmen's  insurance  were  included  in 
the  companion  volume  on  "Fire  and  Miscellaneous 
Insurance."  In  the  present  editions,  an  endeavor 
has  been  made  to  group  all  chapters  relating  to  insur- 
ance of  the  person  in  one  volume,  and  chapters  relating 
to  the  insurance  of  property  in  the  other  volume.  In 
such  a  division,  employers'  liability  insurance  is  one 
of  the  few  branches  which  it  is  difficult  to  classify. 
From  the  point  of  view  of  the  employer,  such  insur- 
ance is  essentially  property  insurance;  in  the  view  of 
the  employee,  however,  it  is  essentially  personal  in- 
surance. The  trend  of  recent  thinking,  and  of  very 
recent  legislation,  emphasizes  the  personal  aspects. 
Hence  a  chapter  on  this  subject  has  been  transferred 
from  the  old  "Fire  and  Miscellaneous"  volume  to 
the  new  volume  on  "Personal  Insurance,"  and  there 
has  been  added  a  new  chapter  which  indicates  the 
most  recent  problems  in  this  branch  of  insurance. 
Two  chapters  on  government  insurance  have  also  been 
transferred  to  this  volume,  because  government  enter- 
prise in  insurance  has  been  more  concerned  with  the 
risks  of  persons  than  with  those  of  property. 

The  other  new  chapters  in  the  present  volume 
relate  to  life  insurance,  which  is  by  far  the  most  im- 
portant branch  of  personal  insurance.    One  chapter, 
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dealing  with  the  development  of  life  insurance  mathe- 
matics, strengthens  the  historical  treatment  of  the 
subject.  Two  chapters,  dealing  with  limitation  of 
expenses  and  annual  dividends  respectively,  present 
the  most  conspicuous  reforms  in  life  insurance  which 
followed  the  upheaval  of  1905-6. 

Another  chapter  presents  the  algebraic  method  of 
calculating  net  premiums  in  life  insurance.  An  ex- 
perience of  several  years  with  classes  in  the  University 
of  Wisconsin  and  Yale  University  has  convinced  the 
present  editor  that  it  is  worth  while  to  ask  students  of 
life  insurance  to  refresh  their  memories  in  algebra. 
The  algebraic  exposition  will  then  prove  the  easiest 
as  well  as  the  clearest  explanation  of  the  calculation 
of  premiums.  This  method  has  the  merit,  also,  of 
showing  how  premiums:  are  actually  computed,  whereas 
the  arithmetical  exposition  explains  a  method  too  cum- 
bersome for  practical  use.  On  the  other  hand,  those 
to  whom  the  algebraic  exposition  appears  forbidding, 
will  be  able  to  omit  this  chapter,  if  they  study  the 
other  chapter  on  net  premiums  with  sufficient  care. 

It  has  seemed  advisable  to  introduce  an  analytical 
table  of  contents,  and  this  has  rendered  the  alpha- 
betical index  superfluous. 

William  H.  Price 

Now  Havbn,  June,  1913 
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The  "Yale  Lectures  on  Life  Insurance"  appeared 
five  years  ago.  Although  a  considerable  edition  was 
printed,  the  unexpectedly  large  demand  soon  exhausted 
it,  and  as  the  plates  were  destroyed,  for  two  years  the 
lectures  have  been  out  of  print. 
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It  seems  desirable  that  either  a  new  edition  of  the 
lectures  should  be  printed,  or  that  something  new  should 
be  published  in  their  place.  The  latter  alternative* 
has  been  chosen,  and  instead  of  simply  reprinting  the 
old  lectures,  the  plan  has  been  adopted  of  selecting 
special  readings,  partly  from  the  "Yale  Lectures," 
partly  from  other  sources.  This  plan  was  preferred 
for  two  reasons.  In  the  first  place,  many  changes 
have  taken  place  in  the  insurance  business  since  the 
old  lectures  were  given,  and  much  new  and  valuable 
material  has  appeared.  In  the  second  place,  it  has 
been  thought  that  by  not  confining  the  readings  to 
the  old  lectures  a  more  comprehensive  treatment  could 
be  secured.  In  this  way  it  has  been  hoped  to  broaden 
the  scope  of  the  new  readings,  and  thus  to  increase 
their  usefulness.  Only  four  of  the  lectures  included  in 
the  old  volume  are  reprinted,  and  three  of  these  have 
been  partly  rewritten.  Some  of  the  matter  now  pub* 
lished  has  never  appeared  before,  and  much  of  the 
remainder  has  been  revised. 

In  selecting  these  readings,  the  aim  has  been  to 
avoid  those  authors  who  treat  the  subject  in  technical 
language,  as  well  as  to  avoid  those  who  make  the  sub* 
ject  more  simple  than  it  really  is,  and  thus  conceal 
its  real  problems.  The  broad  selection  of  material 
would  not  have  been  possible  without  the  coopera- 
tion of  others.  It  is  a  pleasure  to  acknowledge  the  fine 
spirit  of  publishers  in  permitting  reprints  from  copy- 
righted books,  and  the  willingness  of  authors  to  revise 
articles    where    changed    conditions    made    revision 

desirable. 

Lbsteb  W.  Zabtman 

Nbw  Hayw,  August,  1909 
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Published  as  reprinted  from  "  The  Alumni  Weekly,"  1903-1904. 

Yale  University,  in  launching  a  course  in  insurance 
on  lines  not  previously  attempted,  gave  official  recog- 
nition of  the  profound  importance  and  significance  of 
the  subject,  considered  both  from  the  standpoint  of 
society  and  the  individual.  Insurance  had  before 
been  taught  both  at  Yale  and  at  other  universities, 
but  never  on  lines  which  entered  so  thoroughly  and  so 
deeply  into  the  history,  philosophy,  economy  and 
science  of  the  subject.  In  opening  this  course,  Yale 
broke  new  ground  and  the  lectures  which  formed  the 
main  body  of  the  course  in  insurance,  of  the  Academic 
year  1903-4,  brought  together  an  amount  of  material 
on  this  subject  which  had  never  before  been  gathered 
in  any  such  form  or  to  any  such  extent. 

This  is  said  in  full  recognition  of  the  large  and  most 
valuable  body  of  insurance  literature  already  in  exist- 
ence. It  is  the  point  of  view  taken  in  the  preparation 
of  this  material  which  gives  it  its  peculiar  value  to  the 
students  of  the  subject  and  to  those  who  are  interested 
in  it  either  as  a  business  or  as  a  profession.  The  object 
of  the  course  was  to  give  the  student  such  a  knowledge 
of  the  fundamental  principles  of  insurance  and  such  a 
view  of  its  extent  and  its  method  of  operation  as  would 
enable  him  to  judge  accurately  of  its  power  as  an  eco- 
nomic force,  and  would  further  prepare  him  for  wise 
action  when  the  duties  of  his  profession  or  business 
required  him  to  guard  himself  or  others  from  possible 
loss.  It  was  further  intended  to  furnish  a  broad,  pre- 
liminary view  of  insurance  for  those  who  intended  to 
enter  it  later,  either  as  a  business  or  as  a  profession. 
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These  two  classes  of  men  are  found  in  very  large 
quantities  outside  of  the  list  of  students  of  any  and  all 
American  universities  and  the  publication  of  these  lec- 
tures is  intended  to  give  them,  as  well  as  those  who  are 
making  an  academic  study  of  insurance,  the  advantages 
which  were  first  given  to  the  students  of  Yale,  who 
elected  this  course.  It  is  also  believed  that  these  lec- 
tures will  be  welcomed  by  those  who  are  actively  en- 
gaged in  insurance  work  because  they  put  in  such 
clear  and  interesting  form  many  of  the  most  important 
facts,  principles  and  problems  of  the  subject.  In  other 
words,  it  is  hoped  that  the  publication  of  these  lectures 
will  furnish  not  only  a  text-book  for  those  who  have 
the  advantages  of  academic  study  but  a  source  of 
information  to  the  general  student  and  of  practical 
assistance  to  the  insurance  worker. 

Those  into  whose  hands  this  volume  will  fall,  will, 
we  think,  unite  in  grateful  acknowledgment  to  all  the 
men  who  gave  their  services  in  the  preparation  of  these 
lectures  out  of  their  study  and  experience.  To  them 
the  editors  of  this  book  certainly  wish  to  render  their 
sincere  thanks  for  their  co-operation  in  the  preparation 
of  the  volume,  and  no  less  to  the  men,  Mr.  A.  A.  Welch 
of  Hartford  and  Dr.  John  M.  Gaines  of  New  York, 
whose  services  in  the  difficult  work  of  the  quiz  made 
the  first  and  experimental  year  at  Yale  a  success,  and 
helped  so  materially  to  establish  the  lines  on  which 
this  subject  could  in  the  future  profitably  be  continued 
as  an  integral  part  of  the  education  furnished  by  a 
university. 

The  Editors 
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YALE  HEADINGS  IN  INSURANCE 

LIFE  INSURANCE 

CHAPTER  I 

ELIMINATION  OF  RISK1 

Business  men  try  not  only  to  estimate  the  risk  which 
they  must  encounter  and  to  adjust  their  accounts  accord- 
ingly, but  they  also  endeavor  to  avoid  such  risks  alto- 
gether. This  follows  from  the  existence  of  the  factor  of 
caution.  Where  the  coefficient  of  caution  is  abnormal, 
amounting  to  incaution,  risks  are  not  avoided,  but  are 
expressly  sought,  and  the  phenomena  of  gambling  and 
indiscriminate  speculation  are  the  result.  But  in  the 
great  majority  of  men  there  exists  a  healthy  fear  of  risks, 
and  in  consequence  a  tendency  to  avoid  or  reduce  them. 

There  are  five  principal  ways  in  which  risks  may  be 
reduced,  viz.:  — 

1.  By  increasing  guaranties  for  the  performance  of 
contracts. 

2.  By  increasing  safeguards  against  incurring  losses. 

3.  By  increasing  foresight  and  thereby  diminishing  the 
risks. 

4.  By  insurance,  that  is,  by  consolidating  risks. 

5.  By  throwing  risks  into  the  hands  of  a  special  class 
of  speculators. 

These  will  be  considered  in  order. 

The  ownership  of  capital  wealth  necessarily  involves 

1  By  Irving  Fisher:  Reprinted  from  pages  28S-300  of  "The  Nature 
of  Capital  and  Income,"  1906,  by  special  arrangement  with  the  pub- 
lishers, The  Macmillan  Co.,  New  York. 
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risk,  since  the  income  from  it  can  only  be  estimated,  — 
never  precisely  foreknown.  But  it  is  possible,  by  a  divi- 
sion of  the  ownership  of  capital  wealth,  for  one  class  of 
property  holders  to  assume  the  burden  of  risks  and  to 
guarantee  to  another  class  a  fixed  income.  This  is  the 
primary  reason  for  the  separation  of  securities  into  two 
great  classes  called  stocks  and  bonds.  In  any  large  enter- 
prise the  stockholders  take  the  risks,  and  by  so  doing 
guarantee  to  the  bondholders  a  fixed  income.  As  was 
remarked  in  a  previous  chapter,  the  capital  stock  acts  as 
a  buffer  between  the  liabilities  and  the  assets,  which 
amounts  to  saying  that  it  guarantees  a  fixed  income  to 
the  holders  of  the  liabilities.  President  Hadley  has  em- 
phasized the  fact  that  a  bondholder  "commutes"  the  pre- 
carious income  of  an  enterprise  into  a  fixed  annuity,  and 
that  the  system  by  which  one  class  receives  "interest"  and 
another  "profits"  has  its  origin  in  the  desire  of  one  class 
to  avoid  and  the  willingness  of  another  to  assume  risks.1 

Nevertheless  the  general  relation  between  creditor  and 
debtor  necessarily  carries  with  it  a  certain  amount  of  risk 
to  the  creditor.  This  risk  may  be  reduced  by  the  deposit 
of  collateral  security  or  indorsement1  as  in  the  case  of 
bank  loans  and  discounts;  by  mortgage  on  real  estate,  or 
occasionally  on  chattels;  by  legal  regulations,  as  in  the 
case  of  notes  of  national  banks,  and  by  other  methods. 

i  But  the  "rate  of  commutation"  is  not  a  rate  of  interest,  since  any 
ratio  of  commutation  is  necessarily  a  ratio  between  two  incomes, 
those  respectively  of  the  stockholders  and  the  bondholders,  whereas 
the  rate  of  interest  is  a  ratio  of  income  to  capital. 

'The  influence  of  indorsement  in  reducing  risk  is  greater  than 
would  appear  on  the  surface.  Thus,  if  there  is  one  chance  in  a  hun- 
dred that  the  signer  of  a  note  will  default,  and  a  like  chance  for  his 
indorser,  both  these  risks  being  independent,  the  chance  that  the  bank 
will  lose  is  the  product  of  these  two,  or  only  one  chance  in  ten  thousand. 
Hence,  two-name  commercial  paper  is  ordinarily  a  safe  security,  pro- 
vided, of  course,  the  names  are  those  of  reliable  business  men,  such 
as  have  a  high  "rating"  in  Bradstreet's  or  other  standard  commer- 
cial agency. 
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The  method  of  guaranties  is  really  a  method  of  shifting 
risks  rather  than  of  avoiding  them.  The  second  method 
aims  to  reduce  risk  by  special  safeguards.  Some  articles 
of  wealth  exist,  in  fact,  simply  for  the  sake  of  meeting 
sudden  unforeseen  emergencies.  This  is  true,  for  instance, 
of  fire  engines,  fire  extinguishers,  safety  appliances  on  rail- 
ways, safety  valves,  and  other  devices  connected  with 
steam  engines  and  machinery,  burglar  alarms,  safety 
deposit  vaults,  etc.  To  a  large  extent  this  risk-meeting 
function  applies  to  almost  every  stock  of  wealth.  Food 
in  a  pantry  usually  exists  beyond  certain  wants  in  order 
to  provide  for  uncertain  wants,  and  when  sources  of 
supply  are  distant,  such  stores  of  food  need  to  be  large. 
Especially  is  this  true  in  the  case  of  armies.  Again,  a  fac- 
tory will  usually  have  a  large  reserve  stock,  both  of  raw 
materials  and  finished  products,  in  order  to  meet  unex- 
pected demands.  In  like  manner,  jobbers,  wholesalers,  and 
retailers  maintain  a  sufficient  stock  of  goods  to  meet  not 
only  the  foreseen,  but  some  of  the  unforeseen  demands 
of  their  customers.  The  function  of  speculators  in  grain 
or  other  commodities  consists  largely  in  conserving  the 
stock  of  a  community  as  a  safeguard  against  future  scar- 
city. Almost  all  of  what  is  called  the  reserve  of  a  bank  is 
used  as  a  safety  fund  to  meet  the  unforeseen  demands  of 
note-holders  and  depositors,  and,  in  particular,  to  meet  a 
special  "run."  These  reserves  often  remain  as  idle  as  a 
fire  extinguisher  for  years  or  even  decades  against  the  hour 
of  need.  It  is  said  that  there  are  bars  of  precious  metals 
in  the  Bank  of  England  which  have  lain  there  undisturbed 
for  two  centuries.  A  large  part  of  the  cash  carried  by  an 
ordinary  individual  is  quite  analogous  to  a  bank  reserve, 
being  held  to  meet  special  emergencies.  Some  individuals 
even  keep  in  a  separate  pocket  a  special  gold  piece,  lest 
some  day  they  should  become  "stranded."  It  may  be 
said  that  this  risk-meeting  function  of  pocket  cash  is  the 
chief  compensation  for  the  so-called  "loss  of  interest"  on 
the  money  thus  carried.    The  convenience  and  security 
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obtained  by  having  an  adequate  supply  is  a  species  of 
income  replacing  the  income  which  might  be  earned  were 
the  sum  invested.  The  same  principles,  from  the  stand- 
point of  an  individual,  apply  to  bank  deposits,  and  thus 
to  the  whole  volume  of  the  circulating  medium. 

The  third  method  of  reducing  risks  is  by  increasing 
knowledge.  It  has  been  seen  that  risk  is  nothing  but  an 
expression  of  ignorance,  and  decreases  with  the  progress  of 
science.  It  may  be  said  that  the  chief  progress  now  being 
made  industrially  consists  in  lifting  the  veil  which  hides 
the  future.  The  countless  trade  journals  now  in  use  have 
their  special  reason  for  existence  in  enabling  their  readers 
better  to  forecast  the  future,  by  supplying  them  with  data 
as  to  past  and  present  conditions,  as  well  as  by  instructing 
them  in  the  relations  of  cause  and  effect.  The  govern- 
ment reports  of  crops,  the  technical  schools  and  agricul- 
tural colleges,  all  tend  in  the  same  direction.  Whereas 
formerly  the  mine  prospector  could  only  guess  wildly  at 
the  ore  "in  sight"  and  the  time  and  cost  required  to  mine 
it,  the  graduate  of  mining  schools  is  now  able,  through 
knowledge  of  geology  and  metallurgy,  to  bring  these  fore- 
casts into  some  degree  of  scientific  accuracy.  And, 
whereas  until  recently  farming  was  one  of  the  most  uncer- 
tain of  occupations,  it  is  to-day  —  thanks  to  modern  scien- 
tific agriculture  —  almost  if  not  quite  as  amenable  to 
prediction  as  industry  or  commerce. 

We  come  now  to  that  important  means  of  avoiding  and 
shifting  risks,  called  insurance.  Insurance  involves  the 
offsetting  of  one  risk  by  another;  that  is,  the  consolidation 
of  a  large  number  of  chances  whereby  relative  certainty 
is,  as  it  were,  manufactured  out  of  uncertainty.  To  illus- 
trate this,  let  us  suppose  that  10,000  houses  of  the  same 
kind  are  too  distant  from  each  other  to  be  destroyed  by 
the  same  fire,  and  let  us  suppose  that  these  houses  in  the 
average  would  be  worth  $10,000  each  were  it  not  for  the 
risk  of  fire;  in  other  words,  that  $10,000  is  the  capitalized 
value  of  the  services  to  be  rendered  by  each  house,  assum- 
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ing  that  it  lives  out  its  natural  life.  The  value  of  the  total 
number  of  houses  would  then  be  $100,000,000.  This  is 
the  "riskless  value."  It  is  the  capitalized  value  of  the  in* 
come  which  the  10,000  houses  would  bring  in,  were  there 
no  loss  by  fire.  If  interest  is  at  5  per  cent.,  the  income 
which  is  thus  capitalized  is  $5,000,000  a  year.  If  now  we 
suppose  that  the  annual  risk  of  fire  is  one  chance  in  200, 
there  will  be  about  50  houses  annually  burned.  Reckon* 
ing  the  value  thus  destroyed  at  an  average  of  $10,000  for 
each  house,  there  will  be  $500,000  annually  lost  by  fire. 
We  must  now  deduct  this  from  the  $5,000,000,  which 
would  be  the  income  were  it  not  for  fires.  We  have  left 
$4,500,000,  the  capitalization  of  which  is  only  $90,000,000. 
In  other  words,  the  total  property  of  10,000  houses  is 
worth  in  "mathematical  value"  $90,000,000  instead  of 
$100,000,000,  the  reduction  being  because  of  the  prospect 
of  fires.  If  we  suppose  all  of  these  houses  to  be  owned  by 
one  corporation,  this  mathematical  value  of  $90,000,000 
might  also  be  the  actual  value,  for  such  a  corporation 
could  count  on  about  50  houses  burning  annually  almost 
as  a  certainty.  Each  house  would  then  be  worth,  on  an 
average,  $9000.  But  if  such  an  individual  house  is  owned 
by  an  individual  person,  this  mathematical  value  would 
not  be  its  "commercial  value,"  on  account  of  the  element 
of  caution.  Let  us  say  that  the  caution  coefficient  is  {, 
in  which  case  the  house  would  be  worth  $7000.  In  other 
words,  we  have  $10,000  as  the  " riskless"  value  of  the 
house,  $9000  as  its  "mathematical"  value,  and  $7000  as 
its  actual  "commercial"  value,  assuming  that  there  is  not 
as  yet  insurance.  Now  if  the  owner  of  such  a  house  could 
secure  insurance  on  a  purely  mathematical  basis  of  the 
risk,  which,  as  we  have  seen,  is  one-half  of  one  per  cent., 
and,  therefore,  could  pay  only  $50  per  annum,  in  con- 
sideration of  which  the  value  of  his  house,  if  destroyed  by 
fire,  is  restored  to  him,  it  is  evident  that  he  has  made  a 
good  investment;  for  he  is  now  assured  of  a  house  even 
should  a  fire  occur,  and  he  has,  instead  of  the  risk  of  fire, 
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merely  to  pay  his  annual  premium  of  $50  a  year,  the  capi- 
talized value  of  which  is  $1000.  Consequently,  his  house 
is  worth  $10,000  —  $1000,  or  $9000. 

Such  an  insurance  rate,  however,  being  based  on  the 
mathematical  or  "pure"  premiums,  would  not  pay  any 
profit  to  the  companies  conducting  it.  But  even  a  higher 
insurance  would  leave  a  large  margin  of  capital-value  saved 
to  the  insured.  If  we  suppose  a  "loading,"  so  that  the 
insurance  premium  is  not  $50  but  $100,  similar  reasoning 
would  show  that  the  value  of  the  house  when  insured 
would  be  to  the  owner  $8000  instead  of  $7000.  As  long 
as  the  loading  is  not  sufficient  to  absorb  all  the  margin 
between  the  $7000  and  $9000,  it  will  be  advantageous  to 
insure. 

Between  the  case  of  a  man  owning  an  individual  house, 
when  the  element  of  caution  would  have  a  large  influence, 
and  that  where  10,000  houses  are  owned  by  the  same  cor- 
poration, in  which  case  the  caution  element  is  almost 
entirely  absent,  there  are  numberless  intervening  cases. 
The  larger  the  number  of  houses  owned  by  one  individual 
or  corporation,  the  less  profitable  becomes  insurance.  To 
express  it  in  the  language  of  the  business  man,  the  various 
risks  insure  each  other.  Thus,  the  North  German  Lloyd 
Company  finds  it  profitable  not  to  insure  its  vessels  against 
shipwreck,  because  they  have  so  large  a  fleet  that  their 
losses  through  a  period  of  time  can  be  counted  on  fairly 
well  in  advance. 

One  effect  of  insurance  on  the  individual  is  to  steady 
the  income  from  his  property.  The  owner  of  the  house  in 
question  would  receive,  if  it  were  not  insured,  a  net  annual 
income,  after  providing  for  depreciation,  of  5  per  cent,  on 
$10,000,  or  $500  a  year  until  the  house  was  burned,  after 
which  he  would  receive  nothing;  whereas,  if  he  insures,  he 
receives  this  $500  income  less  his  premium  up  to  the  date 
of  the  fire,  and  afterward  the  income  from  the  indemnity 
paid  him  by  the  company. 

The  same  principles  apply  to  other  forms  of  insurance, 
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as  marine  insurance,  which,  by  consolidating  in  an  in- 
surance company  the  risk  on  a  large  number  of  vessels, 
reduces  for  the  individual  even  the  perils  of  the  sea  to 
relative  certainty  and  regularity;  or  as  steam  boiler  insur- 
ance, which  in  a  similar  manner  treats  the  risk  of  explo- 
sion; or  as  plate-glass  insurance,  burglar  insurance,  live 
stock  insurance,  hail  and  cyclone  insurance,  fidelity  in- 
surance, accident  insurance,  employer's  liability  insurance, 
and,  above  all,  life  insurance.  This  form  of  insurance, 
like  the  other  forms,  tends  to  steady  the  income  of  the 
beneficiary.  If  a  wife  holds  insurance  on  her  husband's 
life,  the  consequence  is  that,  although  what  he  gives  her 
during  his  life  is  somewhat  diminished,  her  income  will 
not  suddenly  cease  at  his  death.  The  tendency  of  insur- 
ance here  as  elsewhere  is  to  make  regularity  out  of  irregu- 
larity, relative  certainty  out  of  relative  uncertainty;  and 
where,  under  the  form  of  insurance  contracts,  the  opposite 
result  follows,  the  case  is  not  one  of  true  insurance,  but 
tends  to  become  one  of  gambling.  Thus,  if  a  person 
insures  the  life  of  some  one  in  whom  he  has  no  financial 
interest,  he  is  merely  gambling  on  that  person's  life. 
Some  years  ago  in  Michigan  there  was  an  abuse  of  this 
type  called  "graveyard  insurance."  Speculators  went 
through  the  form  of  insuring  the  lives  of  certain  old  per- 
sons, in  other  words,  of  betting  on  their  deaths,  a  procedure 
not  only  vicious  as  gambling,  but  calculated  also  to  lead 
to  crime.  The  same  considerations  apply  to  fire  insurance, 
where  a  person  insures  a  building  in  which  he  is  not  finan- 
cially interested,  or  over-insures  one  in  which  he  is.1 

The  range  to  which  insurance  can  apply  is  always 
limited;  but  it  is  constantly  being  extended,  as  business 
men  learn  how  to  bring  risks  of  any  kind  on  to  a  statistical 
basis  and  to  apply  the  theory  of  probability.  At  present 
the  total  assets  of  life  insurance  companies  alone  in  the 
United  States  are  nearly  $3,000,000,000. 

1For  the  moral  effects  of  insurance,  see  "  Insurance  and  Crime," 
by  A.  C.  Campbell,  Putnam's,  1902. 
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Where  risks  cannot  be  reduced  to  a  statistical  basis, 
and  therefore  cannot  be  insured  against,  recourse  is  often 
had  to  the  shifting  of  the  risk  into  the  hands  of  those  who 
are  willing  to  take  it.  Such  persons  are  speculators.  A 
speculator  is  usually  one  in  whom  the  caution  factor  is 
not  so  pronounced  as  in  the  ordinary  individual.  In  ex- 
treme cases  he  tends  to  become  a  simple  gambler.  The 
distinction  between  a  speculator  and  a  gambler,  however, 
is  usually  fairly  well  marked.  A  gambler  seeks  and  makes 
risks  which  it  is  not  necessary  to  assume,  whereas  the 
speculator  is  one  who  merely  volunteers  to  assume  those 
risks  of  business  which  must  inevitably  fall  somewhere. 
A  speculator  is  also  usually  fitted  for  his  work  by  special 
knowledge,  so  that  the  risk  to  him,  owing  to  superior  fore- 
sight, is  at  the  outset  less  than  it  would  be  to  others.  The 
indiscriminate  prejudice  against  all  speculation,  which  is 
so  often  met  with,  is  beside  the  point;  for,  were  there  no 
speculators,  the  same  risks  would  have  to  be  borne  by 
those  less  fitted  to  bear  them.  The  chief  evils  of  specula- 
tion flow  from  the  participation  of  the  general  public,  who 
lack  the  special  knowledge,  and  enter  the  market  in  a 
purely  gambling  spirit.  In  addition  to  suffering  the  usual 
evil  consequences  of  gambling,  they  produce  evil  con- 
sequences for  the  non-participating  public  by  causing 
factitious  fluctuations  in  the  values  of  the  products  or 
property  in  which  they  speculate. 

The  evils  of  speculation  are  particularly  acute  when, 
as  generally  happens  with  the  investing  public,  the  fore- 
casts are  not  made  independently.  Were  it  true  that  each 
individual  speculator  made  up  his  mind  independently 
of  every  other  as  to  the  future  course  of  events,  the  errors 
of  some  would  probably  be  offset  by  those  of  others. 
But,  as  a  matter  of  fact,  the  mistakes  of  the  common  herd 
are  usually  in  the  same  direction.  Like  sheep,  they  all 
follow  a  single  leader.  How  easily  they  are  led  is  shown 
by  the  effect  on  the  stock  market  in  the  year  1904,  when 
Thomas   Lawson    published    scare-head    advertisements 
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in  the  newspapers  advising  the  public   to  sell   certain 
securities. 

A  chief  cause  of  crises,  panics,  runs  on  banks,  etc.,  is 
that  risks  are  not  independently  reckoned,  but  are  a  mere 
matter  of  imitation.  A  crisis  is  a  time  of  general  and 
forced  liquidation.1  In  other  words,  it  differs  from  any 
other  period  in  two  particulars,  viz.,  that  the  liquidations 
are  more  numerous,  and  that  they  are  for  the  most  part 
forced  upon  the  debtors  by  the  creditors  because  of  threat- 
ened or  actual  bankruptcy.  Neither  of  these  conditions 
could  exist  unless  there  had  been  at  a  prior  time  a  general 
miscalculation  of  the  future.  Both  creditors  and  debtors 
must  have  made  a  wrong  forecast  when  their  ill-fated 
agreements  were  entered  into.  Hence  a  crisis  is  the 
penalty  which  must  be  paid  when  a  previous  general  error 
m  prediction  is  discovered.  Such  a  general  error  may  be 
due  to  the  coincidence  of  a  number  of  independent  mis- 
takes of  individuals;  but  it  almost  always  is  due  to  lack 
of  independence,  —  to  the  principle  of  imitation.  The 
error,  whatever  it  is,  when  committed  by  a  person  of  in- 
fluence, is  like  an  infection;  it  is  caught  by  hundreds  of 
others  and  transmitted  to  thousands.  A  great  mob  of 
easily  led  investors,  eagerly  searching  for  "straight  tips" 
which  may  bring  instant  wealth,  make  their  mistake  in 
common,  and  when  the  mistake  is  disastrous  they  try,  en 
masse,  to  escape.  A  sudden  rush  of  all  the  passengers  on 
a  ferry-boat  to  one  side  will  produce  a  "list"  in  the  boat's 
position,  and  sometimes  cause  it  to  capsize,  though  the 
independent  movement  of  the  individual  passengers  will 
seldom  or  never  produce  disaster.  So  also  the  sudden 
general  realization  of  unforeseen  danger  on  the  part  of  the 
investing  public  may  submerge  the  craft  of  credit  and 
those  whom  it  has  hitherto  borne  along  in  safety.  In 
short,  a  general  crisis  bears  the  relation  to  individual 
bankruptcies    which   a   general    conflagration   bears   to 

1 8ee  Jugiar,  "Des  Crises  tommerciales,"  Paris,  2d  edition,  1$89, 
Chap.  I. 
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individual  fires.  The  key  to  the  study  of  either  crises 
or  conflagrations  is  the  existence,  in  place  of  independent 
hazards,  of  interdependent  ones.  So  far  as  conflagrations 
are  concerned,  the  principle  of  interdependence  is  dis- 
tinctly recognized  by  students  of  fire  insurance,  and  in 
consequence  each  company  strives  to  keep  its  own  fire 
risks  independent  of  each  other,  by  not  having  too  many 
in  the  same  locality;  but  so  far  as  crises  are  concerned,  the 
principle  has  not  yet  been  sufficiently  emphasized  by 
students  of  economic  history. 

The  same  principle  applies  to  the  phenomenon  of  a  run 
on  a  bank.  The  opinions  of  the  bank's  solvency  are  not 
formed  independently  but  interdependently.  A  year  or 
more  ago  the  newspapers  reported  that,  a  policeman  and 
a  crowd  of  people  being  collected  on  the  steps  of  one  of 
the  Wilkes-Barre  savings  banks  to  escape  the  rain,  two 
Hungarian  depositors  who  were  passing  jumped  to  the 
conclusion  that  the  bank  had  been  attacked  by  burglars, 
and  circulated  the  disturbing  news  in  the  Hungarian 
colony,  with  the  result  that  when  the  bank  opened  for 
business  many  depositors  made  a  run  upon  it. 

We  see,  then,  that  where  speculation  is  imitative,  it  is 
dangerous  alike  to  those  who  engage  in  it  and  to  the  pub- 
lic. Where,  on  the  other  hand,  speculation  is  based  on 
independent  knowledge,  its  utility  is  usually  enormous. 
It  operates  both  to  reduce  risk  by  means  of  utilizing  the 
special  knowledge  of  speculators,  and  also  to  shift  risk 
from  those  who  lack  this  knowledge  to  those  who  possess 
it.  The  consequence  is  that  normally  speculative  prop- 
erty will  gravitate  into  the  hands  of  those  most  able  to 
forecast  its  true  income. 

Modern  production  has  been  called  capitalistic-specu- 
lative production,  owing  to  the  fact  that  it  is  managed  by 
"captains  of  industry,,,  who  are  specially  fitted  at  once  to 
forecast  and  to  mold  the  future  within  the  special  realms 
in  which  they  operate.  The  industries  of  transportation 
and  manufacturing  particularly  are  under  the  lead  of  an 
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educated  and  trained  speculative  class,  whose  function 
it  is  to  assume  for  themselves  the  main  risks,  and  leave 
the  ordinary  investor,  who  is  not  so  equipped,  to  cooperate 
as  a  mere  "  lender"  or  silent  partner.  Yet  it  often  happens 
that  they  betray  the  confidence  placed  in  them,  and  con- 
tinue to  throw  the  burden  of  risk  on  those  whom  they 
pretend  to  shield. 

In  the  special  field  more  usually  known  as  "specula- 
tive,"—  namely,  that  in  which  attempts  are  made  to 
forecast  prices  in  the  great  exchange  markets,  —  we  find 
a  similar  class  who  are  specially  trained.  These  specula- 
tors are  either  "bulls"  or  "bears";  that  is,  they  speculate 
either  for  a  rise  or  a  fall.  Those  who  believe  that  wheat 
or  any  other  article  is  likely  to  rise  in  value  and  hence 
yield  more  than  the  "rate  of  interest,"  will  hold  it,  or  if 
they  do  not  own  it,  will  buy  it  or  obtain  an  option  on  it. 
Such  an  option  is  known  as  a  "call,"  and  is  put  in  force 
at  a  later  time,  at  a  price  fixed  in  advance  and  considered 
low.  On.  the  other  hand,  those  who  believe  that  prices 
will  fall  will  sell  out  their  present  holdings,  or  may  sell 
"short,"  agreeing  to  supply  such  holdings  at  a  later  time 
at  a  fixed  price  which  they  consider  high.  Such  a  contract 
to  sell  is  often  made  in  the  form  of  an  option,  in  which 
case  it  is  known  as  a  "put." 

To  show  how  such  contracts  will  shift  risks,  a  few  ex- 
amples will  suffice.  A  building  contractor  who  had  taken 
a  large  contract  was  asked  if  he  were  not  taking  large 
risks,  since  he  could  not  foreknow  the  cost  of  building. 
He  replied,  "No,  I  am  taking  no  risks  at  all  except  on 
'labor';  I  have  made  contracts  to  be  supplied  with  all 
materials  when  needed,  at  fixed  prices."  Those  who  made 
these  contracts  thus  assumed  the  risk  of  fluctuation  in 
price  in  the  special  materials  in  which  they  dealt,  relieving 
the  contractor  of  the  necessity  of  informing  himself  of 
the  special  market  conditions  for  stone,  brick,  timber,  etc., 
and  enabling  him  to  make  a  closer  bid  for  the  contract, 
inasmuch  as  there  was  less  need  of  the  element  of  caution. 
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The  public,  of  course,  get  the  benefit  of  such  a  shifting 
of  risk  in  the  form  of  reduced  cost  of  building.  Similar 
results  follow  from  most  other  "short"  sales.  Again,  a 
woolen  manufacturer  need  not  carry  so  large  a  stock  of 
wool  if  he  can  make  a  contract  by  which  some  one  will 
sell  short,  or  agree  to  supply  the  wool  at  fixed  prices  and 
at  certain  dates.  He  can  afford  to  use  up  his  present 
stock  fearlessly,  with  the  certainty  that  when  it  is  gone  he 
can  obtain  a  new  supply.1  Without  such  a  contract,  he 
would  be  under  the  necessity  of  carrying  a  large  and  idle 
stock. 

An  important  method  of  shifting  risks  is  "hedging," 
whereby  a  dealer,  for  instance  in  transporting  wheat,  may 
be  relieved  of  the  risk  of  a  change  in  price.  He  buys  wheat 
in  the  West  intending  to  ship  it  to  New  York  and  sell  it 
there  at  enough  to  cover  cost  of  transportation  and  a 
small  profit.  In  consequence  of  a  sudden  fall  in  price  he 
might  find  all  his  profit  wiped  out;  or  he  might,  on  the 
other  hand,  by  a  rise  in  price,  make  much  more  than  nor* 
mal  profits.  But,  being  of  a  cautious  disposition,  he 
prefers  an  intermediate  course,  —  a  small  profit  which  is 
sure  rather  than  the  chances  of  both  gain  and  loss.  Com- 
sequently  he  "hedges."  He  enters  into  some  speculative 
market,  knowing  that  it  will  move  in  sympathy  with  the 
New  York  market,  and  there  he  "speculates"  for  a  fall, 
or  sells  "short."  In  case  the  price  in  New  York  falls, 
what  he  loses  on  the  wheat  which  he  has  transported  he 
gains  through  his  speculative  short  selling.  Contrariwise, 
if  the  price  rises,  what  he  gains  on  his  wheat  transported 
he  loses  in  the  speculative  market.  In  other  words,  he  is, 
as  it  were,  betting  on  both  sides  of  the  market  at  once, 
and  therefore  eliminating  all  risk,  so  that  he  only  obtains 
his  normal  profit,  commission,  or  percentage  on  the  actual 
wheat  handled,  having  imposed  the  burden  of  risk  of  specu- 
lation on  the  speculative  dealers  to  whom  he  sold  short.3 

1  Cf.  Hadley,  "  Economics/'  Putnam's,  1896,  p.  106. 

1  See  "Speculation  in  the  Stock  and   Produce  Exchanges  of  the 
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The  effect  of  hedging  on  those  who  engage  in  it,  such 
as  the  wheat  dealers,  is  evidently  to  enable  them  to  work 
on  a  smaller  margin  of  profit.  In  consequence  the  public 
receives  a  benefit  in  lowered  prices.  The  case  is  thus  very 
similar  to  those  respectively  of  the  builder  and  of  the  woolen 
manufacturer.  Short  selling,  binding  the  future  to  the 
past,  enables  the  specialist  to  guarantee  to  the  general 
public  a  definite  foreseen  series  of  events.  The  beneficial 
effect  to  the  public,  in  saving  useless  stocks  and  reserves, 
in  producing  more  intelligent  direction  of  enterprises,  and 
in  encouraging  accumulation  through  greater  certainty 
of  its  future  benefits,  is  both  obvious  and  great.  Risk  is 
one  of  the  direst  economic  evils,  and  all  of  the  devices 
which  aid  in  overcoming  it  —  whether  increased  guaran- 
ties, safeguards,  foresight,  insurance,  or  legitimate  specu- 
lation —  represent  a  great  boon  to  humanity. 


United  States,"  by  Henry  C.  Emery,  Columbia  University  Studies  in 
History*  etc.,  1896.  For  the  development  of  insurance  speculation  in 
England,  see  "The  Put  and  Call,"  by  L.  R.  Higgins,  London,  Effing- 
ham Wilson,  1902. 


CHAPTER  II 

ECONOMIC  ASPECT  OF  LENGTHENING  HUMAN  LIFE  * 

Concerted  action  by  life  insurance  companies  to 
lengthen  human  life  would  mark,  I  believe,  one  of  the 
greatest  steps,  if  not  the  greatest  step,  ever  yet  taken 
toward  the  improvement  of  human  longevity.  The  nearest 
analogy  is  perhaps  to  be  found  in  the  work  of  fire  insur- 
ance companies  in  reducing  the  number  of  fires.  But  it  is 
a  general  truth  that  the  best  success  of  any  movement  is 
found  only  when,  in  a  sense,  it  reaches  the  commercial 
stage  —  in  other  words,  when  it  is  made  to  pay  in  some 
tangible  way.  Philanthropy  is  keen  to  lead  the  way  to 
reform,  but  becomes  a  broken  reed  if  depended  upon  for 
its  support  continuously  or  on  a  large  scale. 

The  insurance  men  whom  I  have  consulted  as  to  whether 
it  would  pay  to  engage  in  the  saving  of  lives  have  been 
unanimously  affirmative  in  their  answers.  So  obvious 
does  this  seem  that  the  question  arises,  why  have  insur- 
ance companies  never  attempted  it  before?  There  seem 
to  be  three  explanations: 

First,  the  continuance,  until  recently,  of  the  tradition 
that  human  mortality  follows  a  nearly  invariable  law,  and 
a  law  which  cannot  be  appreciably  affected  by  any  act  of 
man. 

Second,  after  it  became  known  to  experts  that  human 
life  is  greatly  extensible  through  public  and  private  hygiene, 
this  knowledge  was  possessed  by  so  few,  that  the  general 

1  By  Irving  Fisher.    Reprint  of  a  speech  delivered  before  a  meeting 
of  the  Association  of  Life  Insurance  Presidents,  February,  1909. 
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public,  and  even  the  rank  and  file  of  the  medical  profession, 
remained  of  the  contrary  belief,  and  the  inertia  of  their 
conservative  opinion  prevailed. 

Third,  it  seemed  too  large  a  task  for  any  one  company 
to  prolong  life  for  the  whole  country,  and  there  seemed  no 
way  to  prolong  the  lives  of  its  own  policy-holders  alone, 
so  long  as  unsanitary  conditions  prevailed  throughout  the 
communities  in  which  these  policy-holders  lived,  while 
finally  there  seemed  no  way  of  bringing  the  various  life 
insurance  interests  to  agree  on  concerted  action. 

It  seems  now,  however,  that  the  time  has  arrived  when 
all  three  of  these  objections  can  be  removed.  I  assume 
that  before  this  audience  there  is  no  need  of  presenting 
evidence  or  arguments  to  prove  that  human  life  may  be 
lengthened  by  hygienic  measures,  and  shall  therefore 
merely  run  over  very  briefly  the  most  salient  and  general 
facts,  as  introductory  to  the  formulation  of  a  practical 
plan  of  action. 

It  has  long  been  known  that  there  is  no  iron  law  of 
mortality,  but  that  mortality  depends  on  the  hygienic  state 
of  the  community.  Baines,  in  a  recent  paper  in  the  Jour- 
nal of  the  Royal  Statistical  Society,  has  calculated  that 
the  average  duration  of  life  in  India  is  only  twenty-three 
years  for  males  and  twenty-four  years  for  females,  or  less 
than  half  the  life  span  in  the  advanced  countries  of  Europe. 
The  estimates  of  Finkelnburg  show  that  in  Europe  human 
life  has  probably  doubled  in  the  last  350  years.  More 
recent  and  more  reliable  figures  show  that  life  is  lengthen- 
ing to-day  more  rapidly  than  ever.  If  we  take  life  tables 
for  different  periods  for  England,  France,  Prussia,  Denmark, 
Sweden,  and  Massachusetts,  we  find  that  human  life 
lengthened  during  the  seventeenth  and  eighteenth  cen- 
turies at  the  rate  of  four  years  per  century;  that  during 
the  first  three-quarters  of  the  nineteenth  century  it  length- 
ened at  the  rate  of  about  nine  years  per  century;  that  at 
present  it  is  lengthening  in  Europe  generally  at  the  rate 
of  seventeen  years  per  century,  and  in  Prussia  (which  is 
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perhaps  the  home  of  preventive  medicine)  at  the  rate  of 
twenty-seven  years  per  century.  For  this  country  the 
rate  can  only  be  judged  from  the  statistics  for  Massachu- 
setts, which  show  that  life  is  lengthening  by  about  fourteen 
years  per  century,  or  approximately  half  of  the  Prussian 
rate.  These  rates  may  not  continue  in  the  future,  but  the 
opinion  of  our  best  authorities  on  longevity,  such  as  Ray 
Lankester  and  Metchnikoff,  is  that  there  is  still  great  room 
for  improvement,  especially  after  middle  life.  Hitherto 
almost  all  the  improvement  has  applied  to  ages  before 
50,  and  only  the  most  recent  figures  show  any  tendency 
toward  improvement  beyond  that  age.  It  is  significant 
that  backward  India  —  in  spite  of  ttie  enormous  room  for 
improvement  —  shows  (bring  twenty  years  no  rate  <pf  \  X 
improvement  whatever.  V^  ^i^s^V  \^Ji^  ^VV^^N  ^ 

The  statistics  of  insured  lives  ak>w  that  the  insured  poor, 
as  represented  by  the  industrial  companies,  have  a  mor- 
tality from  50  to  80  per  cent,  higher  than  the  insured  rich 
or  well-to-do,  as  represented  in  the  ordinary  insurance 
companies.  The  unsanitary  districts  of  Glasgow  and 
Paris  show  a  mortality  more  than  double  that  of  the  sani- 
tary districts,  while  cities  in  general  show  a  much  higher 
mortality  than  the  open  country.  A  fall  of  the  death  rate 
always  promptly  follows  sanitation.  Colonel  Gorgas  cut 
the  death  rate  in  Havana  in  two,  bringing  it  down  to 
between  20  and  24  per  1000.  The  New  York  death  rate 
responded  at  once  to  Colonel  Waring's  clean  streets,  and 
that  of  Rochester  to  Dr.  Goler's  milk  crusade.  And  now 
it  is  announced  that  the  death  rate  of  New  York  is  16.5, 
the  lowest  on  record  —  a  result,  in  all  human  probability, 
due  to  the  hygienic  work  of  Dr.  Darlington,  the  efficient 
health  officer,  Mr.  Nathan  Straus,  the  milk  reformer,  and 
the  public  agitation  for  health  prosecuted  by  the  New 
York  Times,  the  Journal,  and  other  media,  allied  with  the 
health  work  of  the  Committee  of  One  Hundred  on  National 
Health,  the  Tuberculosis  Association  and  Committees,  and 
other  organizations. 
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These  and  other  facts  and  the  mass  of  detailed  figures 
which  they  represent  show  conclusively  that  human  life 
is  long  or  short  precisely  according  to  the  hygienic  condi- 
tions under  which  it  is  lived;  that  human  life  can  be  pro- 
longed as  these  hygienic  conditions  are  improved,  and  that 
there  is  still  enormous  room  for  improvement.  Farr, 
twenty  years  ago,  in  his  masterly  work  on  Vital  Statistics, 
stated  that  any  community  could  attain  an  average  dura- 
tion of  life  equal  to  that  in  the  so-called  "healthy  districts" 
of  England,  where  the  average  duration  of  life  was  then 
fifty-one  years.  To  bring  all  England  up  to  this  level 
would  at  that  time  mean  a  lengthening  of  life  by  one-fifth, 
or  20  per  cent. 

A  report  which  I  have  recently  prepared  for  the  Con- 
servation Commission,  based  on  data  contributed  from 
acknowledged  American  authorities,  shows  that  human 
life  in  America  could,  by  the  adoption  of  hygienic  reforms 
already  known  and  entirely  practicable,  be  lengthened  by 
over  one-third  —  that  is,  over  fifteen  years.  This  cal- 
culation has  been  made  very  conservatively  and  is  prob- 
ably several  years  inside  the  truth.  The  statistics  and 
estimates  on  which  it  is  based  have  been  taken  from  pub- 
lished sources,  as  well  as  contributed  by  some  score  of 
American  authorities  —  medical,  actuarial,  and  hygienic. 

A  safe  minimum  estimate  was  made  of  the  degree  of 
preventability  of  the  deaths  from  each  of  the  ninety  prin- 
cipal causes  of  death  in  the  United  States.  For  instance, 
for  typhoid  fever,  experience  in  Lawrence,  Massachusetts, 
has  shown  that  the  introduction  of  a  public  water  filter 
reduced  the  typhoid  mortality  by  80  per  cent.  In  Munich 
the  cleaning  of  cesspools  and  other  hygienic  measures 
reduced  the  mortality  from  typhoid  by  97  per  cent.  On 
the  basis  of  these  and  other  facts,  it  was  conservatively 
estimated  that  85  per  cent,  of  the  deaths  now  occurring 
from  typhoid  fever  in  the  United  States  could  be  easily 
prevented.  Professor  Sedgwick  recently  announced  the 
truth  of  Hazen's  theorem  —  that  for  each  life  saved  from 
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typhoid,  two  or  three  lives  are  saved  from  other  diseases. 
This  cumulative  effect,  however,  was  not  taken  into 
account  in  the  calculations,  nor  was  account  taken  of  the 
constant  advance  being  made  in  preventive  medicine. 

For  these  and  other  reasons,  the  calculated  estimate 
of  the  unprovability  of  human  life  is  regarded  as  ultra- 
conservative.  Tuberculosis  is  known  to  be  preventable. 
In  my  table,  it  is  entered  as  only  75  per  cent,  preventable; 
pneumonia  as  45  per  cent,  preventable;  typhoid  as  85  per 
cent. ;  diphtheria,  70  per  cent.  These  conservative  figures 
are  among  the  highest  allowed.  Many  diseases,  such  as 
cancer,  are  recorded  in  the  table  as  zero  per  cent,  prevent- 
able, although  the  best  expert  opinion  would  allow  some 
degree  of  preventability,  if  prevention  begins  early  enough 
in  life. 

On  the  basis  of  these  ratios  of  preventability,  or  rather 
postponability  of  death,  has  been  computed  the  possible 
extension  of  the  average  human  life  by  saving  lives  now 
lost  by  preventable  diseases.  The  calculation  is  made  on 
the  assumption  that  those  thus  saved  from  death  enjoy 
as  their  new  lease  of  life  only  the  expectation  of  life  now 
belonging  to  their  respective  ages.  This  assumption  is 
very  conservative,  for  it  means  that  lives  once  saved  shall 
receive  no  further  benefits  from  improved  mortality,  but 
shall  die  off  at  the  old  rates  of  mortality. 

Even  on  these  safe  premises  of  partial  postponability 
of  deaths,  we  find  that  about  two  years  of  the  possible 
lengthening  of  human  life  would  be  due  to  the  elimination 
of  preventable  tuberculosis;  .6  of  a  year  to  the  elimination 
of  preventable  typhoid;  .5  to  the  elimination  of  preventable 
diphtheria;  .9  to  the  elimination  of  preventable  accidents. 
It  is  estimated  that  at  least  eight  years  could  be  added  to 
human  life  merely  by  securing  reasonably  pure  air,  water, 
and  milk. 

A  grouping  by  ages  will  bring  home  these  figures  to  life 
insurance  companies.  It  was  estimated  that  for  diseases 
of  infants  under  one  year  of  age,  such  as  broncho-pneu- 
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monia,  diarrhoea!  and  enteritis,  at  least  half  of  the  deaths 
were  preventable  —  that  is,  postponable.  For  diseases  of 
childhood  such  as  meningitis,  diphtheria,  and  scarlet  fever 
the  same  is  true;  for  diseases  of  middle  life,  such  as  typhoid 
fever,  tuberculosis,  pneumonia,  and  accidents,  over  one- 
third  are  postponable;  and  for  diseases  of  late  life,  such  as 
Bright's  disease,  heart  disease,  and  apoplexy,  at  least  one- 
fourth  of  the  deaths  are  postponable. 

These  ratios  may  seem  high  at  first  glance,  but  only 
because  no  one  has  previously  attempted  to  assemble  all 
ratios  of  preventability.  Each  investigator  has  seen 
clearly  the  preventability  within  his  own  special  sphere, 
but  assumed  that  outside  that  sphere  the  preventability 
was  less.  One  specialist  knows  that  tuberculosis  is,  for 
the  most  part,  preventable;  another,  typhoid;  a  third, 
diphtheria;  a  fourth,  infantile  diarrhoea.  And  yet  each 
clings  to  the  idea  that  disease  in  general  is  unpreventable. 
Some  of  the  very  experts  of  the  Yale  Medical  School  and 
state  and  federal  health  officers  who  contributed  the  in- 
dividual estimates  —  and  these  experts  include  eighteen 
of  the  best  and  safest  authorities  in  the  United  States  — 
have  been  surprised  to  find  how  large  in  the  aggregate 
the  resultant  preventability  is.  It  shows  that  over  a  third 
of  all  deaths  which  now  occur  could  be  prevented  —  that 
is  to  say,  deferred.  Every  precaution  has  been  taken  to 
make  these  figures  so  safely  within  the  truth  as  to  avoid 
the  possibility  of  any  reasonable  criticism.  I  will  add  that 
those  who  contributed  the  statistics,  estimates,  and  expert 
guesses  on  which  these  aggregates  are  based  were  espe- 
cially urged  to  be  conservative.  The  eighteen  estimators 
included  Drs.  Flint,  Blumer,  Swain,  and  Osborne  of  the 
Yale  Medical  School;  Dr.  Wilbur,  Chief  of  Vital  Statistics 
of  the  United  States;  Health  Officers  Townsend  of  Con- 
necticut, Baker  of  Michigan,  Wright  of  New  Haven, 
Woodward  of  Washington,  Chapin  of  Providence,  etc. 
These  gentlemen  made  their  estimates  independently,  but 
they  agreed  remarkably  well.    This  would  indicate  that 
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they  were  correct.  These  gentlemen  are  not  given  to 
exaggeration,  but  even  if  their  estimates  are  three  times 
too  great,  the  preventable  deaths  still  exceed  10  per  cent. 

By  working  out  the  ratios  of  preventability  for  each  of 
the  principal  causes  of  death,  it  is  possible  to  construct  an 
ideal  survivorship  table  which  may  then  be  compared  with 
existing  survivorship  tables.  Actuaries'  tables  show  that 
a  reduction  of  one-third  in  mortality  would  enable  the 
premium  to  be  reduced  by  over  15  per  cent.  Even  if 
only  a  third  of  this  possible  reduction  were  obtained,  or  5 
per  cent.,  the  insured  in  the  United  States  would  be  saved 
many  millions  annually.  Of  course  whatever  saving  is 
possible  can  not  be  secured  without  effort  or  cost.  Not 
all  of  it  can  be  obtained  at  once,  and  some  of  it  can  be 
obtained  whether  insurance  companies  take  a  hand  or 
not.  But  by  so  doing  they  can  greatly  accelerate  the 
improvement.  While  it  would  be  manifestly  impossible 
to  estimate  exactly  what  returns  could  be  made  on  the 
investment,  it  is  clear  that  even  if  the  most  meager 
returns  could  be  secured,  the  gain  would  pay. 

It  can  scarcely  be  imagined  that  the  companies  would 
lose  anything.  I  understand  that  $200,000  a  year  is 
about  two  cents  per  $1000  of  insurance  carried.  It  would 
be  strange  if  $200,000  could  not  be  expended  in  such  a 
manner  as  to  secure  a  saving  of  a  postage  stamp  a  year 
on  each  $1000  policy!  As  one  of  your  actuaries,  Mr. 
Messenger,  has  shown,  $200,000  is  only  one-eighth  of  1 
per  cent,  of  present  annual  death  claims. 

The  chance  of  failure  is  further  reduced  when  we  remem- 
ber that  the  effect  in  reducing  mortality  is  progressive  or 
cumulative,  while  no  cumulative  effect  is  needed  to  return 
the  money  invested. 

The  conclusion  seems  safe  that  here  is  a  rich  unexploited 
field  for  saving  money.  And  the  beauty  of  it  is  that  these 
gains  bring  with  them  gains  far  more  precious  to  the  nation 
than  dollars  —  immeasurable  gains  of  longevity,  vitality, 
efficiency,  and  happiness.    Life  insurance  is  not  philan- 
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thropy,  but  it  is  a  beneficent  business.  Though  at  first 
glance  it  might  seem  that  to  prevent  the  pollution  of 
streams,  to  improve  the  milk  supply,  to  obtain  pure  foods, 
and  freedom  from  accident  is  no  part  of  the  business  of 
life  insurance,  yet  it  is  easy  enough  to  see  the  very  vital 
connection.  By  far  the  larger  part  of  the  cost  of  the 
insurance  business  is  not  management  nor  agents'  fees  but 
cost  of  mortality.  It  is  the  right,  if  in  fact  it  is  not  the 
duty,  of  any  business  to  reduce  its  cost.  To  pare  down 
salaries  might  not  save  the  policy-holder  1  per  cent,  of  his 
premium,  but  to  reduce  mortality  cost  might  save  him 
many  per  cent. 

Another  point  may  be  emphasized.  The  mere  announce- 
ment that  insurance  companies  intended  to  improve 
health  conditions  would  have  an  effect  in  improving  those 
conditions.  This  effect  would  be  felt  in  two  ways:  first, 
it  would  convince  millions  of  the  ignorant  and  indifferent 
that  the  public  health  movement  must  have  substantial 
merit  to  be  an  object  of  interest  by  life  insurance  com- 
panies. People  are  easily  led  by  those  whose  opinions 
they  respect.  In  spite  of  the  great  progress  of  the  health 
movement,  there  are  still  vast  hordes  of  our  people  who 
know  nothing  of  it.  Knowledge  of  its  merits  is  largely 
confined  to  scientific  and  medical  men,  who  constitute 
only  a  small  fraction  of  the  population.  The  actuaries 
and  medical  boards  and  other  insurance  officials  constitute 
a  still  smaller  class.  Yet  these  classes  can  easily  sway  the 
whole.  The  second  way  in  which  the  mere  announcement 
of  your  purpose  to  labor  for  health  would  have  immediate 
effect  is  in  spurring  numerous  officials  and  firms  to  reform. 
Every  health  officer,  every  food  manufacturer,  every  milk 
dealer  in  the  United  States  that  heard  of  the  intention 
of  the  insurance  companies  to  improve  health  conditions 
would  become  ambitious  to  make  a  good  showing.  Local 
pride  in  every  community  would  result  in  efforts  to  keep 
abreast  of  the  best  records  and  avoid  the  reputation  for 
being  an  unheal thful  place  in  which  to  live.    Insurance  com-* 
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panies  sometimes  charge,  I  believe,  higher  rates  for  policies 
involving  tropical  residence,  but  in  the  United  States  are 
not  allowed  to  make  local  discrimination.  There  is,  there- 
fore, all  the  more  reason  why  they  might  properly  endeavor 
to  lower  the  mortality  in  say  Mississippi  —  if  the  mor- 
tality is  high  there  —  in  order  that  they  might  be  enabled 
to  do  business  there. 

In  the  history  of  fire  insurance,  the  mutual  companies 
first  made  the  effort  to  reduce  fire  risks.  When  the  im- 
portance of  exercising  the  function  of  preventing  fires,  as 
well  as  indemnifying  against  fires,  once  entered  into  the 
plans  of  stock  companies,  they  soon  overtook,  if  they  did 
not  outrun,  the  mutual  companies  in  the  success  of  their 
efforts.  It  is  estimated  that  the  risk  from  fire  in  certain 
particular  classes  has  been  reduced,  through  the  fire  insur- 
ance companies,  some  70  per  cent.  In  New  England 
seventy  years  ago  the  rate  on  cotton  and  woolen  mills 
averaged  three  or  four  dollars  per  hundred.  To-day  these 
mills  are  being  insured  at  a  total  cost  per  annum  of  seven 
cents  per  hundred.  In  some  cases  the  cost  has  been 
reduced  to  1-100  of  the  former  amount.  This  enormous 
decrease  has  been  accomplished  by  slight  expenditures.  In 
some  factories  the  cost  of  improvements  has  been  more 
than  paid  for  in  the  saving  of  premiums  for  fire  insurance 
in  one  year.  The  stock  companies  were  forced  by  the 
competition  of  the  mutual  companies  to  take  up  preventive 
measures.  They  now  employ  fire  insurance  engineers  to 
maintain  a  laboratory  in  Chicago  which  is  well  equipped 
for  the  purpose  of  studying  fire-resisting  materials,  fire- 
resisting  devices,  new  apparatus,  and  fire  prevention  in 
general.  Many  fire  insurance  men  believe  that  this 
laboratory  is  their  best  investment.  No  reduction  in  rate 
is  guaranteed  until  fire-fighting  devices  are  approved  by 
the  laboratory.  Now  that  the  stock  companies  have  gone 
into  this  work  of  fire  prevention  systematically,  they  are 
regaining  the  ground  that  they  lost  by  allowing  the  mu  tuals 
to  get  ahead  of  them. 
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In  employers'  liability  insurance,  the  idea  of  prevention 
has  made  great  headway.  Here  the  companies  are  all 
stock  companies,  but  they  have  learned  that  their  function 
is  not  simply  to  distribute  losses,  but  to  lessen  them  as  well. 
So  also  accident  companies  have  aided  in  passing  laws 
which  tend  to  prevent  accidents  to  life  and  limb.  Here 
they  have  reached  the  very  threshold  of  public  health. 
It  is  manifest  destiny  that  if  insurance  companies  now  aid 
in  legislation  to  save  the  arms  and  legs  of  workmen,  they 
will  soon  aid  in  legislation  also  to  save  lives.  In  fact, 
protection  from  accidental  injury  is  also  protection  from 
accidental  death;  and  if  you  strive  to  reduce  the  deaths 
from  accident,  why  not  reduce  the  deaths  from  other 
causes?  If  casualty  companies  work  for  improved  safety, 
why  should  not  life  companies  work  for  improved  sani- 
tation and  improved  hygiene  in  general?  In  fact,  the 
Industrial  Department  of  the  Metropolitan  Company  has 
just  announced  that  if  prevention  of  tuberculosis  and 
reduction  of  the  death  rate  will  give  cheaper  insurance,  the 
company  hopes  to  cooperate  with  existing  agencies  for 
the  eradication  of  this  and  other  diseases,  and  to  place  at 
their  disposal  its  machinery  and  the  statistical  material 
which  it  has  gathered  since  its  organization. 

According  to  the  plans  which  I  have  in  mind,  the  money 
to  be  invested  in  life-saving  would  be  largely  in  the  educa- 
tion of  the  public  and  especially  policy-holders  in  health 
matters,  and  cooperation  in  every  legitimate  way  to 
improve  the  public  health  offices  and  service  in  the 
municipalities,  states,  and  the  federal  government.  In 
this  latter  way,  the  result  of  the  expenditure  of  money  by 
the  insurance  companies  would  be  to  induce  the  govern- 
ment to  spend  much  larger  sums,  and  the  money  invested 
by  the  insurance  companies  would  be  multiplied  in  effi- 
ciency several  fold.  If,  for  instance,  by  the  expenditure 
of  $200,000  a  year  the  public  throughout  the  country 
could  be  made  to  appreciate  the  importance  of  clean 
streets,  pure  water  supply,  etc.,  sufficiently  to  result  in 


24      YALE  READINGS  IN  INSURANCE 

municipal  expenditure  by  the  cities  of  the  United  States 
for  public  health  of  an  additional  $20,000,000  which  would 
otherwise  not  have  been  made,  every  dollar  invested  would 
be  multiplied  a  hundred-fold.  In  other  words,  the  insured 
lives  would  not  have  to  carry  the  entire  load,  but  could 
induce  the  tax-payer  to  do  his  share.  Our  public  health 
laws  and  administration  leave  vast  room  for  improvement. 
As  Dr.  Welch  has  said,  neglect  of  public  health  is  a  dis- 
grace to  the  nation.  Some  states  have  no  boards  of  health. 
Few  have  good  ones.  A  minority  have  accurate  registra- 
tion of  deaths  and  not  one  has  accurate  registration  of 
births.  We  therefore  lack  even  the  first  step  toward 
efficient  national  health  protection  —  good  vital  statistics. 

Just  as  fire  insurance  companies  endeavor  to  secure  in 
municipalities  adequate  fire  protection,  so  life  insurance 
companies  might  properly  endeavor  to  secure  adequate 
municipal  health  protection,  and  they  might  likewise 
bring  their  influence  to  bear  in  securing  the  passage  of 
model  health  laws  by  our  states  in  respect  to  slaughter 
houses,  pure  food,  and  other  health  reforms.  The  present 
great  and  needless  waste  of  human  life  brings  its  heavy 
financial  weight  largely  on  insurance  companies.  The 
Prudential  Company  pays  out  annually  $800,000  for 
death  claims  on  account  of  tuberculosis  alone,  a  disease 
which  is  known  to  be  preventable. 

As  to  a  practical  plan  for  participation  by  the  life  in- 
surance companies  in  the  health  movement,  two  methods 
suggest  themselves.  The  first  is  for  the  life  insurance  com- 
panies, in  combination,  to  establish  their  own  machinery 
for  disbursing  funds  intended  to  improve  the  public 
health.  The  second  is  to  contribute  to  one  or  more 
organizations  already  existing  for  this  purpose.  I  shall 
speak  in  favor  of  the  second,  and  in  particular  of  the 
advantages  to  be  obtained  by  using  the  Committee  of  One 
Hundred  on  National  Health,  of  which  I  am  president, 
as  the  agent  for  this  distribution.  I  will  say  at  the  outset, 
however,  that  I  think  our  committee  would  be  willing,  if 
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need  be,  to  stand  aside  in  favor  of  any  plan  which  the 
insurance  companies  should  prefer.  We  have  been  inter- 
ested in  this  work  from  a  philanthropic  point  of  view 
only,  and  have  borne  its  burden  because  no  other  organiza- 
tion was  doing  the  work.  It  has  been  a  tax  on  our  time 
and  purses,  and  we  should,  if  the  same  work  could  be  done 
by  others  without  this  tax,  be  only  too  ready  to  hand  it 
over.  We  believe,  however,  that  there  would  be  a  distinct 
advantage  to  the  insurance  companies  in  utilizing  our 
agency,  instead  of  creating  a  new  one.  Since  the  work  is 
largely  one  of  educating  and  convincing  public  opinion,  it 
seems  an  advantage  that  the  movement  should  have  a 
scientific  as  well  as  a  commercial  flavor.  Our  committee 
was  appointed  by  the  American  Association  for  the 
Advancement  of  Science,  and  consists,  for  the  most  part, 
of  men  of  national  reputation. 

As  to  the  methods  of  expending  the  proposed  fund  to 
be  created  by  the  insurance  companies,  details  can  be  sub- 
mitted to  tiie  committee  appointed  to  consider  them. 
This  would  include  the  enlargement  of  our  magazine,  the 
pressing  of  health  bills  before  Congress  and  the  legislatures 
of  the  several  states,  the  publication  and  distribution  of 
leaflets  of  information  in  continuation  of  the  series  of 
twentynrix  which  we  have  already  published,  a  campaign 
of  newspaper  publicity  and  education,  especially  through 
plate  matter  prepared  and  given  to  10,000  country  news- 
papers. It  would  also  include  efforts  to  enlarge  the  Ameri- 
can Health  League  so  that  it  may  fulfil  two  functions: 
first,  create  an  interest  in  a  large  number  of  people  in 
healthful  individual  living,  and,  second,  create  and  for- 
mulate public  opinion  which  shall  secure  public  health 
legislation.1 

"I  cannot  lay  claim  to  being  the  first  to  suggest  the  participation  of 
life  insurance  companies  in  the  health  movement.  Mr.  Hiram  J. 
Messenger,  actuary  of  the  Travelers'  Insurance  Company,  Dr.  Burnside 
Foster,  Prof.  J.  Pease  Norton,  and  I  believe  many  others,  had  reached  the 
same  idea  independently.    The  industrial  department  of  the  Metropolis 
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tan  Life  Insurance  Company,  under  the  guidance  of  Mr.  Lee  K.  Frankel, 
had  already  laid  plans  to  reduce  its  mortality. 

"At  present  the  movement  has  only  just  begun;  although  it  has,  I 
believe,  gone  far  enough  to  demonstrate  its  wisdom.  The  Metropolitan 
has  established  a  consumptive  sanatorium  for  its  employees  in  the  face 
of  much  opposition  and  in  spite  of  an  adverse  decision  at  first  by  the 
insurance  commissioner  of  New  York  State  as  to  its  right  to  do  so;  it 
has  engaged  visiting  nurses  to  co-operate  with  visiting  nurses'  associa- 
tions in  certain  cities  to  care  for  its  bed-ridden  policyholders;  it  has 
established  a  health  magazine  to  distribute  health  literature  among  its 
policy  holders,  —  which  magazine  is  made  available  to  15,000,000 
readers,  or  one-sixth  of  the  population  in  the  United  States;  and  it  has 
endorsed  in  several  ways  and  on  several  occasions  the  movement  for  a 
national  department  of  health. 

"The  Provident  Savings  Life  Assurance  Society  has  established  a 
health  bureau  which  performs  two  functions  —  one  of  issuing  bulletins 
of  health  information  among  its  policyholders,  the  other,  of  granting  to 
those  who  choose,  free  medical  examinations.  At  first  these  free  ex- 
aminations were  to  occur  every  two  years,  but  the  results  were  immedi- 
ately found  to  be  so  satisfactory  in  holding  off  the  Grim  Reaper,  who  was 
creeping  upon  his  victims  unawares,  that  the  interval  for  periodical 
examinations  has  been  reduced  to  one  year. 

"The  New  York  Life  Insurance  Company  has  taken  a  hand  in  the 
effort  to  improve  and  purify  the  milk  supply  of  New  York  City. 

"Mr.  Robert  L.  Cox,  counsel  for  the  Association  of  Life  Insurance 
Presidents,  states  that  'practically  all  of  the  companies  represented  in 
the  Association  of  Life  Insurance  Presidents  are  giving  their  moral 
support  to  the  movement  for  the  prolongation  of  human  life.  In 
addition,  many  of  them  are  doing  practical  educative  work.  Measured 
by  number  of  policies  in  force,  the  Association  companies  cover  78  per 
cent,  of  the  field  of  American  companies,  having  21,700,000  policies  out 
of  a  total  of  about  28,000,000.  The  Association  companies  engaging  in 
individual  work  along  health  betterment  lines  have  73  per  cent,  of  the 
total  number  of  policies  in  force,  or  20,500,000. 

There  is  another  group  of  companies  in  the  Association  which  goes 
beyond  the  body  of  policyholders  in  its  health  promotion  activities. 
They  advise  impaired  applicants  for  insurance  as  to  their  physical 
condition  and  make  suggestions  to  aid  them.  There  are  four  companies 
in  this  group.  Two  of  them,  in  the  East,  have  a  total  of  86,000  policies. 
Another  is  a  flourishing  Middle  West  company  that  has  about  150,000 
policies.  The  fourth  is  a  young  and  conservative  Southern  company 
with  7,200  policies. 

"'One  of  the  Connecticut  companies  has  published  suggestions  as^to 
health  reform  in  its  magazines  to  agents.    Two  other  companies  —  one 
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of  Massachusetts,  and  the  other  of  California  —  are  considering  active 
work  in  the  future/ 

"The  fraternal  societies  have  entered  the  campaign.    Their  journal, 
the  Western  Review,  now  has  a  department  especially  devoted  to  the  * 
public  health.    Fraternal  insurance  companies  have  also  in  several 
instances  established  sanatoria,  and  have  attempted  in  other  ways  to 
lengthen  lives  and  decrease  death  claims. 

"The  accident  companies  have,  I  understand,  for  some  time,  aided  in 
getting  state  laws  passed  to  prevent  accidents  to  life  and  limb. 

"Finally,  health  insurance,  one  of  the  youngest  forms  of  insurance, 
has  made  a  beginning  in  the  field  of  prevention.  The  Loyal  Protective 
Insurance  Company  has,  within  the  last  few  months,  established  a  health 
bureau  to  issue  bulletins  and  conduct  a  sort  of  correspondence  school 
of  health  information.  Considering  the  fact  that  few,  if  any,  of  the 
existing  insurance  companies  have  been  engaged  in  health  insurance 
for  more  than  fourteen  years,  their  present  entrance  into  the  field  of 
prevention  is  unusually  prompt.  Personally  I  believe  that  in  health 
and  accident  insurance,  —  and  especially  in  health  insurance,  —  there 
are  gigantic  possibilities  of  profit.  I  use  the  term  profit  rather  than 
philanthropy  in  recognition  of  the  fact  that  insurance  companies  as 
such  have  no  business  to  undertake  philanthropic  work  except  when  it  is 
profitable.  In  the  end  the  money  gains  made  by  the  insurance  com- 
panies by  reducing  mortality  and  invalidity  will  be  shared  by  the  public 
in  reduced  premiums." 

—  From  address  by  Prof.  Fisher  at  (he  BSrd  contention  of  The  Inter- 
national Association  of  Accident  Underwriters,  September,  1910. 

"The  first  practical  attempt  at  improving  the  condition  of  the  policy- 
holder was  probably  the  opening  of  the  Royal  League  Sanatorium  for 
the  treatment  of  its  tuberculous  policyholders,  at  Black  Mountain, 
N.  C,  October  1,  1905.  The  Modern  Woodmen  opened  a  similar 
sanatorium  and  received  their  first  patient  on  December  17,  1008. 
The  Independent  Order  of  Foresters  has  an  institution  in  the  Adiron- 
dack, and  the  Woodmen  of  the  World,  Sovereign  Camp,  as  well  as  the 
Knights  of  Pythias,  have  been  contemplating  the  establishment  of  such 
a  sanatorium.  These  companies,  as  is  well  known,  are  fraternal  orders, 
and  it  is  reasonable  to  assume  that  they  were  actuated  by  a  desire  to 
benefit  their  members  rather  than  by  the  expectation  of  any  financial 
benefit.1' 

—  From  paper  read  before  the. 11th  annual  meeting  of  the  American 
Association  of  Medical  Examiners,  June,  1911,  by  Dr.  Denslow  Lewis; 
and  published  in  the  LancetrClinic,  August  1$,  1911. 
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The  Postal  Life  Insurance  Company,  which  has  absorbed  the  Provi- 
dent Savings  Life  Assurance  Society,  has  continued  the  policyholders' 
health  bureau,  continues  to  issue  health  bulletins,  and  offers  all  its 
members  free  medical  examination  annually.  Other  companies  have 
recently  begun  to  issue  health  bulletins.  Mr.  Rittenhouse,  under  whose 
presidency  the  Provident  Savings  established  its  health  bureau,  is  now 
"conservation  commissioner"  of  the  Equitable  Life  Assurance  Society 
which,  under  his  guidance,  has  recently  become  an  active  factor  in  the 
health  movement.  The  Equitable  now  publishes  a  quarterly  which  is 
largely  devoted  to  this  cause. 

Thus  far  the  Metropolitan  has  probably  taken  the  greatest  strides* 
In  addition  to  its  periodical,  it  has  issued  numerous  pamphlets  on  the 
prevention  of  tuberculosis  and  the  care  of  the  sufferers  from  this  disease. 
In  the  first  two  years  of  its  visiting  nurse  service,  over  460,000  visits  were 
reported  in  nearly  800  cities.  The  service  of  the  nurses  in  the  emer- 
gencies for  which  they  are  summoned  is  probably  more  than  equaled  by 
the  diffusion  of  sanitary  education  through  the  visits  of  nurses  in  the 
homes  of  industrial  policyholders.  W.  H.  P. 


\ 
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CHAPTER  III 

THE  THEOBT  OF  RISK  * 

To  live  and  labor  in  uncertainty  is  the  common  lot  of 
all  men.  Life  and  health,  property  and  income,  are  all 
exposed  to  countless  dangers.  The  precariousness  of  the 
results  of  human  effort  has  been  a  favorite  theme  of  poets 
and  philosophers  of  all  ages.  "The  best  laid  schemes  o' 
mice  an'  men  gang  aft  agley,"  and  the  possibility  of  such 
a  mischance  profoundly  modifies  the  conduct  of  rational 
beingg.  In  their  economic  activity  in  particular  the  in- 
fluence of  uncertainty  can  be  clearly  discerned.  While 
exact  mathematical  measurements  are  in  the  nature  of 
the  case  impossible,  the  direction  of  this  influence,  and  to 
an  approximate  extent  its  degree,  may  be  ascertained. 
It  has'  long  been  considered  a  commonplace  of  economic 
theory  that  the  reward  of  capital,  and  to  a  less  extent  the 
reward  of  labor,  varies  directly  as  the  degree  of  risk  to 
which  they  are  exposed  as  a  result  of  their  economic 
activity.  But  until  recently,  no  attempt  has  been  made 
to  isolate  the  phenomena  of  risk  and  risk-taking,  and  to 
determine  the  laws  which  govern  them.  The  new  interest 
in  the  subject  has  sprung  for  the  most  part  from  discus- 
sions as  to  the  exact  nature  of  the  function  and  reward 
of  the  entrepreneur.  Professor  Mangoldt  in  Germany, 
and  Mr.  Hawley  in  the  United  States,  have  made  inde- 
pendent attempts  to  elaborate  a  theory  of  distribution  in 
which  the  assumption  of  certain  risks  shall  be  the  special 

»  By  Allan  H.  Willett.  Reprinted  from  pages  25-34  of  the  "Eco- 
nomic Theory  of  Risk  and  Insurance";  Columbia  University  Press. 
New  York,  1901, 

29 


30  YALE  READINGS  IN  INSURANCE 

function  of  the  entrepreneur,  and  his  income  the  reward 
for  risk-taking;  and  though  few  writers  have  adopted 
their  general  doctrine,  the  notion  that  in  some  way  the 
function  of  the  entrepreneur  has  a  peculiar  connection 
with  risk  is  by  no  means  uncommon.  In  all  the  previous 
discussions,  however,  one  will  search  in  vain  for  a  thorough 
treatment  of  the  nature  of  economic  risk  and  the  way  in 
which  its  influence  makes  itself  felt. 
\/  We  are  told  by  the  philosophers  that  all  the  activities 
\  of  the  universe  are  obedient  to  law.  Nowhere  have  they 
I  left  any  opportunity  for  the  intrusion  of  chance.  Events 
\  which  appear  to  take  place  in  a  purely  accidental  way  are 
just  as  much  determined  as  those  whose  occurrence  can 
be  accurately  foretold.  The  appearance  of  accident  is  due 
entirely  to  human  limitations.  It  is  because  we  do  not 
know  all  the  previous  conditions  or  all  the  laws  governing 
them  that  a  particular  phenomenon  appears  to  us  to  occur 
by  chance.  In  this  sense,  then,  chance  is  purely  subjec- 
tive; it  is  merely  an  appearance,  resulting  from  the  im- 
perfection of  man's  knowledge,  and  not  a  part  of  the  course 
of  external  nature.  But  the  term  may  be  used  also  in  an 
objective  sense.  By  chance  in  that  sense  is  meant  the 
degree  of  probability  that  a  particular  event  will  occur, 
as  it  is  estimated  with  the  aid  of  all  the  attainable  knowl- 
edge of  the  preceding  conditions.  If  the  only  fact  known 
about  the  condition  of  a  number  of  balls  in  a  bottle  is 
that  there  is  an  equal  number  of  white  ones  and  of  black 
ones,  there  is  an  even  chance  that  the  first  ball  to  come 
out  will  be  white,  and  this  chance  is  independent  of  any 
personal  peculiarities  of  the  person  who  estimates  it.  It 
is  in  this  objective  sense  that  the  term  is  commonly  used, 
and,  to  avoid  any  possibility  of  ambiguity,  it  is  in  this 
sense  alone  that  it  will  be  used  in  the  following  pages. 
By  chance  will  be  meant  the  degree  of  probability  of  the 
occurrence  of  any  future  event.1    It  may  vary  all  the  way 

1  This  term  may  also  be  used  to  denote  the  probability  that  an 
event  has  occurred  in  the  past,  when  it  is  impossible  to  obtain  any 
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from  absolute  certainty  that  an  event  will  not  occur, 
through  the  different  degrees  of  probability,  to  absolute 
certainty  that  it  will  occur. 
^  Chance  affects  economic  activity  through  the  psycho- 
logical influence  of  uncertainty.  Man's  conduct  is  modi- 
fied in  one  way  by  coming  events  which  he  can  definitely 
foresee  and  provide  for,  though  he  can  do  nothing  to  pre- 
vent their  occurrence;  it  is  affected  in  a  different  way  by 
events  which  are  only  possible,  and  which  may  never 
occur,  or  may  occur  at  an  unexpected  time.  In  the  latter 
case  he  will  not  act  just  as  he  would  if  he  knew  that  they 
would  occur,  and  occur  at  a  definite  time,  and  he  will  not 
act  just  as  he  would  if  he  knew  they  would  not  occur  at 
all.  His  conduct  will  be  modified  by  the  very  uncertainty 
as  to  the  occurrence  of  the  future  event,  that  is,  by  what 
appears  to  him  as  chance. 

A  distinction  must  be  made  and  kept  clearly  in  mind 

between  the  chance,  or  the  degree  of  probability,  and  the 

degree  of  uncertainty.    Manifestly  the  greatest  degree  of 

uncertainty  does  not  accompany  the  greatest  degree  of 

probability.    When  the  chance  is  zero,  the  uncertainty 

is  also  zero.    A  slight  degree  of  probability  brings  with  it 

a  slight  degree  of  uncertainty.    But  the  two  cannot  go 

on  indefinitely  increasing  at  the  same  rate,  as  at  the  end 

of  the  series  we  should  have  the  absurd  combination  of 

the  highest  degree  of   probability,  which   is   certainty, 

I  with  the  highest  degree  of  uncertainty.    The  uncertainty 

]  is  the  greatest  when  the  chances  are  even,  that  is,  when 

J  the  degree  of  probability  is  represented  by  the  fraction  £. 

J  In  such  a  case  we  say  that  there  is  nothing  to  show  what 

\  the  outcome  will  be.    As  we  go  from  an  even  chance  either 

/  towards  greater  probability  or  towards  less  probability, 

f    the  uncertainty  diminishes,  and  at   either  end  of   the 

\  series  it  entirely  disappears.    For  example,  there  is  an 

certain  information  about  it.  Premiums  for  the  insurance  of  over- 
due ships  are  determined  partly  by  the  chance  of  loss  as  estimated 
from  past  experience. 
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even  chance  that  the  first  card  drawn  from  a  perfect  pack 
will  be  red  or  black,  and  there  is  absolute  uncertainty  as 
to  which  it  will  be.  If,  however,  one  of  the  red  suits  is 
replaced  by  a  third  black  suit,  the  degree  of  probability 
is  altered.  The  chance  of  drawing  a  red  card  is  now  one  in 
four,  and  the  >  chance  of  drawing  a  black  one  is  three  in 
four.  The  chance  has  been  increased  or  decreased,  accord- 
ing to  the  color  whose  appearance  is  made  the .  basis  of 
comparison.  But  the  degree  of  uncertainty  has  been 
reduced,  and  this  is  equally  true  of  the  uncertainty  about 
the  appearance  of  either  color.  And  after  a  black  suit 
has  been  substituted  for  the  remaining  red  suit,  the  chance 
of  drawing  a  red  card  has  been  reduced  to  zero,  and  the 
chance  of  drawing  a  black  card  has  been  increased  to  a 
hundred  per  cent.,  while  all  uncertainty  as  to  which  color 
will  be  drawn  has  disappeared. 

I  have  dwelt  at  such  length  upon  this  simple  distinction 
because  of  its  fundamental  importance  for  the  deter- 
mination of  the  nature  of  risk.  The  word  risk,  as  it  is 
employed  in  common  speech,  is  by  no  means  free  from 
ambiguity.  It  is  sometimes  used  in  a  subjective  sense 
to  denote  the  act  of  taking  a  chance,  but  more  commonly 
and  preferably  in  an  objective  sense  to  denote  some  con- 
dition of  the  external  world.  To  avoid  ambiguity  its 
use  in  the  following  pages  will  be  confined  to  this  latter 
sense.  The  act  of  incurring  a  risk  will  be  called  risk- 
taking  or  the  assumption  of  risk. 

But  even  when  used  in  this  objective  sense  its  significance 
is  not  always  the  same.  It  is  possible  to  think  of  risk 
either  in  relation  to  probability  or  in  relation  to  uncer- 
tainty. As  the  degree  of  probability  of  loss  increases 
from  zero  to  one  hundred  per  cent.,  the  degree  of  risk  may 
be  said  to  increase  pari  passu.  This  is  undoubtedly  the 
way  in  which  the  term  is  ordinarily  used.  A  person  who 
should  enter  up6n  an  undertaking  in  which  the  chances 
were  ninety  in  a  hundred  that  it  would  result  in  failure 
would  undoubtedly  be  said  to  run  a  tremendous  risk. 
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But  if  the  term  is  used  in  this  sense,  it  will  not  be  true,  as 
I  shall  attempt  to  show  later  on  that  the  special  net  reward 
for  assuming  risk  invariably  increases  as  the  degree  of 
risk  increases.  This  net  premium  increases  as  the  uncer- 
tainty increases;  but  after  the  point  of  even  chances  is 
passed,  the  uncertainty  diminishes  as  the  probability 
increases.  Beyond  that  point,  therefore,  the  net  premium 
for  risk-taking  will  also  diminish  as  the  probability  of  the 
occurrence  of  the  loss  increases.  When  the  loss  is  certain 
to  occur  the  premium  entirely  disappears,  as  in  the  case 
of  the  ordinary  replacement  of  capital  used  up  in  pro- 
ductive operations.  As,  however,  the  risks  assumed  in 
industrial  life  are  usually  well  below  the  point  of  even 
chances,  so  that  the  uncertainty  as  to  the  outcome  in- 
creases as  the  probability  of  loss  increases,  it  will  be  more 
convenient  to  continue  the  discussion  as  though  such 
risks  only  were  to  be  considered.  Whatever  statements 
are  intended  to  apply  to  greater  chances  will  be  put  in  a 
form  that  will  make  their  application  clear. 

This  is  not  the  place  to  undertake  to  establish  the  law 
laid  down  above.  My  only  reason  for  mentioning  it  here 
is  to  show  why  it  seems  necessary  to  define  risk  with 
reference  to  the  degree  of  uncertainty  about  the  occurrence 
of  a  loss,  and  not  with  reference  to  the  degree  of  probability 
that  it  will  occur.  Risk  in  this  sense  is  the  objective  cor- 
relative of  the  subjective  uncertainty.  It  is  the  uncer- 
tainty considered  as  embodied  in  the  course  of  events  in 
the  external  world,  of  which  the  subjective  uncertainty 
is  a  more  or  less  faithful  interpretation.1 

Considering  risk  in  this  sense,  we  find  that  the  method 

1  This  definition  involves  considerable  departure  from  ordinary 
usage.  The  word  uncertainty  might  be  used  in  this  objective  sense, 
or  a  new  term  might  be  coined  to  designate  its  objective  aspect. 
But  it  has  seemed  better  to  keep  to  the  term  ordinarily  used  by  econ- 
omists in  this  connection.  It  is  important  not  only  to  develop  more 
clearly  than  has  yet  been  done  the  effect  of  risk  on  economic  activity, 
but  also  to  note  that  many  of  the  statements  commonly  made  about 
^  it  are  true  only  when  the  term  is  defined  in  this  way. 
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by  which  the  degree  of  risk  may  be  ascertained  depends 
upon  the  relative  perfection  of  the  knowledge  of  preceding 
conditions.  In  some  cases  it  may  be  known  directly 
from  the  circumstances  attending  it.  The  uncertainty 
about  the  color  of  a  card  drawn  at  random  from  a  perfect 
pack  is  of  this  kind.  No  one  would  consider  that  the 
chance  at  the  tenth  trial  was  altered  by  the  fact  that  at 
every  one  of  the  preceding  nine  trials  a  red  card  had  been 
drawn.  But  when  no  such  definite  knowledge  of  preceding 
conditions  is  attainable,  the  degree  of  risk  is  estimated  in 
a  different  way.  It  is  ascertained  by  applying  the  laws 
of  probability  to  the  accumulated  results  of  past  experi- 
ence. The  chance  that  a  particular  loss  will  occur  is 
denoted  by  the  fraction  expressing  the  ratio  between  the 
actual  number  of  such  losses  and  the  possible  number  in  a 
given  period  of  time.  If  during  each  year  for  a  series  of 
years  the  loss  has  been  one  in  one  hundred  in  the  case  of 
buildings  of  a  certain  kind,  the  chance  that  a  similar 
building  will  be  destroyed  during  the  following  year  is 
expressed  by  the  fraction  xfoy  —  on  condition  that  there 
is  no  appreciable  change  in  the  methods  adopted  for  pre- 
venting loss.  If  for  the  moment  we  assume  that  it  is 
known  that  the  actual  number  of  losses  every  year  will 
correspond  with  the  average  number,  the  only  uncertainty 
for  the  group  as  a  whole  will  be  as  to  which  of  the  buildings 
will  be  the  one  to  suffer  the  loss.  The  chance  that  any 
particular  building  will  be  destroyed  will  be  one  in  a  hun- 
dred, but  the  number  of  losses  for  the  group  as  a  whole 
will  be  fixed. 

But  as  a  matter  of  fact  the  loss  for  the  group  as  a  whole 
is  not  likely  to  correspond  exactly  with  the  average  loss 
as  determined  by  past  experience.  The  actual  number 
of  losses  in  any  year  will  vary  more  or  less  from  the  aver- 
age. This  variation  is  not  absolutely  indefinite.  By  the 
laws  of  chance  a  figure  can  be  obtained  which  will  indicate 
the  probable  variation  of  the  actual  number  of  losses  from 
the  average.   This  figure  will  vary  in  different  cases  accord- 
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ing  to  the  nature  of  the  series  from  which  the  average  has 
been  obtained.  The  probable  variation  will  be  much  less  in 
the  case  of  a  series  in  which  the  losses  from  year  to  year 
have  varied  little  from  the  average,  than  it  will  be  in  the 
case  of  a  series  which  shows  great  fluctuations.  Thus,  to 
take  a  simple  illustration,  if  the  losses  for  four  years  have 
been  1, 11,  30,  and  18  per  hundred,  the  average  is  15  per 
hundred,  but  it  is  evident  that  the  actual  number  may 
vary  greatly  from  the  average.  If  on  the  other  hand  the 
series  had  been  13, 14, 16,  and  17,  while  the  average  would 
have  been  the  same  as  before,  the  actual  number  for  the 
following  year  would  be  much  more  likely  to  be  near  the 
average.  The  probable  variation  of  the  actual  number 
of  losses  from  the  average  may  be  ascertained  by  calcu- 
lating the  average  of  the  actual  variations  during  the  series 
of  years  under  observation.  Thus  in  the  first  illustration 
given  above,  .the  variations  were  respectively  14,  4,  15, 
and  3,  giving  an  average  variation  of  9.  In  the  second 
series  the  variations  were  2,  1,  1,  and  2,  and  the  average 
was  1}.  It  is  evident,  therefore,  that  the  greater  the 
fluctuations  are  from  year  to  year  in  the  number  of  losses, 
the  greater  is  the  uncertainty  as  to  the  number  which  will 
occur  in  a  particular  year.  It  must  be  borne  in  mind 
that  risk  is  connected  with  the  uncertainty.  If  the  num- 
ber of  losses  may  vary  from  1  to  30,  the  area  of  uncertainty 
includes  the  entire  number  of  possible  losses;  but  if  the 
number  may  vary  only  from  13  to  17,  whatever  may  be 
the  uncertainty  about  the  fate  of  any  particular  build- 
ing, for  the  group  as  a  whole  13  losses  can  be  counted  upon, 
and  the  area  of  uncertainty  includes  only  the  5  losses  from 
the  13th  to  the  17th. 

This  distinction  between  the  certain  and  the  uncertain 
losses  is  of  the  utmost  importance.  If,  as  I  shall  attempt 
to  show,  uncertainty  imposes  a  cost  upon  society,  the 
removal  of  the  uncertainty  will  in  itself  be  a  source  of 
gain.  Not  that  the  replacement  of  the  possibility  of  a 
small  amount  of  loss  by  the  certainty  of  a  large  amount 


36  YALE  READINGS  IN  INSURANCE 

would  result  in  a  net  gun.  The  effect  of  the  occurrence 
of  disaster  is  in  itself  the  same,  whether  it  was  foreseen 
or  not.  It  is  the  destruction  of  a  certain  amount  of  capi- 
tal. But  the  net  result  of  the  occurrence  of  a  certain 
amount  of  loss  which  was  definitely  foreseen  is  different 
from  the  net  result  of  the  occurrence  of  the  same  amount 
of  loss  plus  previous  uncertainty  whether  it  would  be 
greater  or  smaller.  And  the  influence  of  the  latter  element 
is  greater  when  the  anticipation  of  future  loss  is  based 
on  an  average  obtained  from  a  fluctuating  series  of  past 
losses.  The  greater  the  probable  variation  of  the  actual 
loss  from  the  average,  the  greater  the  degree  of  uncer- 
tainty. 

Finally  it  must  be  noted  that  the  probable  variation 
varies  with  the  number  of  cases  included  in  a  group. 
According  to  the  well-known  statistical  law,  the  figure 
denoting  the  probable  variation  increases  only  as  the  square 
root  of  the  number  of  cases.  Increasing  the  number  of. 
similar  risks  a  hundred-fold  increases  the  probable  variation 
by  only  tenfold.  If,  for  example,  we  assume  that  past 
experience,  based  on  the  observation  of  10,000  cases  for  a 
number  of  years,  has  shown  that  on  the  average  one  house 
in  every  thousand  is  destroyed  by  fire  each  year,  the 
average  loss  has  been  10  houses  a  year.  But  the  actual 
loss  has  varied  from  year  to  year.  The  probable  variation 
of  the  actual  loss  from  the  average  can  be  determined  only 
by  a  calculation  based  on  the  actual  losses  during  the 
years  under  observation.  But  we  will  assume  that  for 
10,000  cases  this  variation  is  5.  Then  if  there  is  no  change 
in  the  chance  of  destruction  to  which  the  houses  are  ex- 
posed, the  loss  next  year  will  probably  be  between  5  and  15. 
It  is  probable  that  as  many  as  5  and  no  more  than  15  of 
the  houses  will  burn.  The  area  of  uncertainty,  then,  is 
10,  or  tV  of  1  per  cent,  of  the  number  of  cases.  If  we  now 
increase  the  number  of  houses  exposed  to  the  same  danger 
a  hundred-fold,  from  10,000  to  1,000,000,  the  average  loss 
will  be  1000,  but  the  probable  variation  of  the  actual  loss 
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from  the  average  will  not  increase  a  hundred-fold,  from  5 
to  500,  but  only  tenfold,  from  5  to  50.  The  actual  loss 
next  year  will  probably  be  between  950  and  1050.  The 
area  of  uncertainty  is  now  100,  or  rhv  of  1  per  cent,  of  the 
number  of  cases.  We  have  used  the  term  area  of  uncer- 
tainty to  denote  the  number  of  cases  lying  between  the 
largest  probable  number  of  losses,  or  the  average  plus  the 
probable  variation,  and  the  smallest  probable  number, 
or  the  average  minus  the  probabla  variation.1  We  may 
say,  then,  that  the  area  of  uncertainty  increases  as  the 
square  root  of  the  number  of  cases,  and  that  its  ratio  to  the 
entire  number  of  cases  becomes  correspondingly  less. 

Risk j  in  the  sense  in  which  we  are  to  use  the  term,  is,  so 
to  speak,  the  objectified  uncertainty  as  to  the  occurrence 
of  an  undeaired  event.  It  varies  with  the  uncertainty 
and  not  with  the  degree  of  probability.  In  that  sense 
the  degree  of  risk  in  any  individual  case  is  a  definite  quan- 
tity. It  may  be  ascertained  in  some  cases  by  direct 
observation  of  the  conditions  on  which  the  possibility 
of  the  occurrence  of  the  event  depends.  When  such 
knowledge  can  not  be  obtained  directly,  it  is  sought 
indirectly  by  a  statistical  study  of  the  results  of  past 
experience.  The  chance  of  the  occurrence  of  a  loss  is 
denoted  by  the  fraction  expressing  the  ratio  between  the 
actual  number  of  losses  and  the  possible  number  in  a 
given  period  of  time.  The  value  of  this  figure  varies 
with  the  regularity  of  the  series  from  which  it  has  been 
obtained.  There  is  greater  uncertainty  about  the  number 
of  losses  that  will  occur  in  a  given  year  when  the  average 

*I  need  not  point  out  that  the  average  variation  itself  denotes 
only  a  probability  and  not  a  certainty.  There  is  additional  uncer- 
tainty as  to  the  extent  to  which  the  actual  variation  in  any  year  will 
vary  from  the  probable.  I  have  not  thought  it  necessary  to  consider 
the  various  devices  of  the  mathematicians  for  obtaining  more  signifi- 
cant figures  than  averages.  My  only  purpose  is  to  show  that  with 
the  increase  in  the  number  of  cases  the  actual  degree  of  uncertainty 
for  the  entire  group  diminishes,  and  that  fact  is  sufficiently  well  brought 
out  by  the  use  of  crude  averages. 
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has  been  obtained  from  a  fluctuating  series  than  when  it 
has  been  obtained  from  one  which  was  comparatively 
uniform.  The  figure  expressing  the  average  variation  of 
the  actual  losses  from  the  average  loss  for  a  number  of 
years  is  called  the  probable  variation.  The  greater  the 
ratio  between  the  probable  variation  and  the  whole  num- 
ber of  cases,  the  greater  is  the  uncertainty.  The  probable 
variation  increases  only  as  the  square  root  of  the  number 
of  cases,  therefore  its  ratio  to  the  whole  number  becomes 
less  as  the  number  is  increased.  Consequently  the  more 
individual  cases  there  are  included  in  a  group,  the  less  is 
the  uncertainty  as  to  the  amount  of  less  which  the  group 
as  a  whole  will  suffer. 


CHAPTER  IV 

FUNCTION  OP  LIFE  INSURANCE1 

Each  family  requires  for  its  subsistence  a  certain  sum 
of  money,  which  varies,  both  as  to  its  amount  and  the 
length  of  time  during  which  it  will  be  needed,  according 
to  the  circumstances  which  surround  each  individual 
case.  This  income  is,  in  some  cases,  derived  from  invested 
funds  inherited  or  accumulated,  but,  in  general,  it  repre- 
sents the  earnings  of  that  one  upon  whom  rests  the  re- 
sponsibility of  supporting  the  various  individuals  who 
have  the  right  to  look  to  him  for  maintenance. 

The  relations  between  life  insurance  and  the  family 
spring  from  this  state  of  affairs,  and  depend  upon  the 
value  which  one  human  life  has  to  another.  To  under- 
stand clearly  how  this  may  be  ascertained,  it  will  be  useful 
to  consider  the  rules  which  govern  the  worth  of  some 
varieties  of  property. 

In  the  analysis  of  the  question  under  consideration,  it 
will  be  assumed  that  the  security  underlying  the  evidence 
of  indebtedness  is  abundant  and  not  regarded  with  doubt. 

The  simplest  form  of  invested  funds  is,  perhaps,  a  note 
or  other  form  of  obligation,  the  payment  of  which  may  be 
at  any  time  demanded  by  the  lender  or  made  by  the 
borrower.  The  value  of  this  is  always  the  amount  it 
represents,  for  if  the  current  rate  of  interest  rises  above 
the  rate  which  has  been  agreed  upon,  the  lender  will  de- 
mand his  principal  in  order  that  he  may  put  his  money  to 

1  By  John  M.  Holcombe.  Reprinted  from  pages  26-60  of  the 
"Yale  Insurance  Lectures,  Life/'  1004. 
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more  profitable  use.  If,  on  the  other  hand,  the  ruling 
rate  falls  below  that  stipulated  for,  the  borrower  will  pay 
his  obligation  and  secure  his  money  on  more  favorable 
terms. 

The  present  value  of  a  bond  running  for  a  stated  term 
of  years,  and  bearing  a  fixed  rate  of  interest,  is  a  kind  of 
property  into  which  another  element  is  introduced  and 
which  will  serve  to  show  the  controlling  force  which  in- 
terest exerts  in  all  valuations.  The  price  of  such  a  bond 
will  depend  upon  the  rate  of  interest  which  it  bears  com- 
pared with  the  current  rate  which  can  be  obtained  by 
investors,  and  which,  therefore,  must  be  satisfactory  to 
them. 

If  the  rate  provided  for  is  greater  than  the  market  rate, 
the  value  of  the  bond  will  be  greater  than  its  face  value, 
but  will  decrease  as  it  approaches  maturity,  at  which  time 
only  the  face  value  will  be  payable.  If,  on  the  other 
hand,  the  stipulated  rate  is  less  than  that  current,  the 
value  will  be  less  than  the  face,  but  will  increase  up  to  the 
time  when  the  full  obligation  will  be  payable. 

If  the  rate  coincides  with  the  market,  the  value  will 
coincide  with  the  amount  of  the  bond. 

If  the  current  rate  of  interest  changes,  the  value  will 
change  accordingly. 

In  valuing  lands,  still  other  elements  must  be  intro- 
duced, although  the  interest  question  still  exerts  a  force 
which,  on  the  whole,  is  controlling. 

Adam  Smith  in  his  "Wealth  of  Nations,"  published  in 
1776,  remarks:  "The  ordinary  market  price  of  land,  it  is 
to  be  observed,  depends  everywhere  upon  the  ordinary 
market  rate  of  interest.  The  person  who  has  a  capital 
from  which  he  wishes  to  derive  a  revenue,  without  talcing 
the  trouble  to  employ  it  himself,  deliberates  whether  he 
should  buy  land  with  it  or  lend  it  out  at  interest.  The 
superior  security  of  land,  together  with  some  other 
advantages,  which  almost  everywhere  attend  upon  this 
species  of  property,  will  generally  dispose  him  to  content 
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himself  with  a  smaller  revenue  from  land  than  what  he 
might  have  by  lending  out  his  money  at  interest.  These 
advantages  are  sufficient  to  compensate  a  certain  differ- 
ence of  revenue;  but  they  will  compensate  a  certain  dif- 
ference only;  and  if  the  rent  of  land  should  fall  short  of 
the  interest  of  money  by  a  greater  difference,  nobody 
would  buy  land,  which  would  soon  reduce  its  ordinary 
price.  On  the  contrary,  if  the  advantages  should  much 
more  than  compensate  the  difference,  everybody  would 
buy  land,  which  again  would  soon  raise  its  ordinary  price. 
When  interest  was  at  10  per  cent.,  land  was  commonly 
sold  for  ten  and  twelve  years'  purchase.  As  interest  sunk 
to  6,  5,  and  4  per  cent.,  the  price  of  land  rose  to  twenty, 
five-and-twenty,  and  thirty  years'  purchase.  The  market 
rate  of  interest  is  higher  in  France  than  in  England;  and 
the  common  price  of  land  is  lower.  In  England  it  com- 
monly sells  at  thirty,  in  France  at  twenty  years'  purchase." 

In  modern  times  this  rule  seems  to  hold  good.  In 
thirteen  counties  in  the  States  of  Iowa,  Illinois,  Missouri, 
Nebraska,  and  Kansas,  there  are  now  on  record  appraisals 
of  farming  lands  made  in  1876,  showing  an  average  of  $20 
per  acre.  At  that  time  money  was  loaned  on  these  lands 
at  10  per  cent.  In  1003  lands  in  these  same  counties  were 
appraised  at  an  average  of  $39.60  per  acre,  while  loans 
were  made  at  about  5  per  cent. 

In  the  varieties  of  property  thus  far  considered,  there 
will  be  found  to  be  lacking  certain  elements  which  produce 
chances  of  change  and  deterioration,  which  must  be  com- 
bined with  interest  in  valuing  other  classes  of  property. 
A  lot  in  the  center  of  a  city  has  no  value  of  its  own,  and 
can  only  be  made  income-producing  by  the  erection  upon 
it  of  a  building  for  the  use  of  which  a  rental  will  be  paid. 
There  are  many  circumstances  which  must  now  be  con- 
sidered in  determining  the  worth  of  this  property.  If  it  is 
composed  of  or  surrounded  by  inflammable  materials,  its 
value  will  be  unfavorably  affected.  It  is  true  that  the 
owner  can  protect  himself  against  loss  by  fire  by  a  policy 
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of  insurance,  but  he  must  pay  for  this  protection  his  full 
share  of  the  risk,  which  will  be  accurately  estimated,  and 
the  value  which  the  building  would  have,  were  it  not  for 
this  hazard,  will  be  diminished  by  just  the  chance  of  that 
contingency.  The  present  condition  of  the  structure^ 
viewed  in  the  light  of  natural  decay  and  its  adaptability  to 
the  needs  of  the  location  and  times,  will  demand  intelli- 
gent discrimination.  The  amount,  therefore,  which  an 
investor  will  pay  for  the  block  will  be  determined  by  his 
knowledge  of  what  it  now  produces,  and  his  estimate  both 
of  what  it  will  yield  in  the  future  and  the  time  when, 
either  by  gradual  deterioration  or  by  sudden  accident, 
it  will  become  unable  to  afford  an  income.  If  there  can 
be  obtained  from  it  more  than  will  suffice  to  meet  necessary 
expenditures,  then  the  property  has  an  actual  value 
which  will  vary  according  to  the  estimate  that  may  be 
made  of  its  future,  always  controlled  by  the  current  rate 
of  interest  which  can  be  obtained  on  investments. 

That  neighborhood  which  to-day  attracts  business  by 
the  elegance  of  its  buildings,  or  its  nearness  to  lines  of 
travel  or  transportation,  may  to-morrow  be  swept  by  fire 
or  damaged  by  changes  in  modes  of  conveyance.  No 
human  foresight  can  provide  with  certainty  for  these  con- 
tingencies, but  the  general  future  of  a  section  is  estimated 
by  the  careful  student  of  the  laws  underlying  commercial 
transactions,  with  an  accuracy  which,  on  the  whole, 
enables  him  to  reap  the  profits  that  legitimately  belong  to 
high  intelligence.  In  the  change  of  ownership,  the  pur- 
chaser thinks  that  he  is  receiving  more  than  an  equivalent 
for  his  money;  else  he  would  not  buy.  The  seller  differs 
as  to  the  probable  future,  and  believes  that  what  he  now 
receives  will  be  of  greater  value;  otherwise  he  would  retain 
his  possession.  The  result  in  almost  any  particular  trans- 
action will  show  that  one  or  the  other  has  erred  in  his 
estimate,  but  on  the  whole,  real  estate  or  any  other  prop- 
erty which  is  valued  for  its  income  will  be  found  to  con- 
form to  the  general  law  which  governs  the  value  of  money. 
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Repairs  and  alterations  may  be  made  which  will  check 
decay  or  even  increase  productiveness,  but  each  change 
will  call  for  a  new  expenditure  which  will  not  prevent  the 
decline  in  the  value  of  the  original  investment. 

Having  considered  the  elements  which  enter  into  the 
value  of  certain  kinds  of  property,  it  can  now  be  inquired 
whether  a  human  life  can  have  a  definite  worth  which  can 
be  measured  with  any  degree  of  accuracy.  It  would  not 
be  difficult  to  enumerate  many  lives  which  cannot  be 
considered  of  any  pecuniary  value,  because,  for  various 
reasons,  they  produce  nothing.  Such  are  those  of  the  very 
old,  the  imbeciles,  and  the  confirmed  invalids.  But  the 
life  of  every  man  who  earns  more  than  suffices  for  his 
actual  personal  expenses  is  of  pecuniary  value  to  some  one 
besides  himself.  This  has  been  recognized  from  early 
times  in  the  institution  of  slavery,  which  was  based  on 
the  principle  that  the  ownership  of  the  services  of  a  human 
being  had  a  value  in  accordance  with  the  excess  of  earnings 
obtainable  above  the  necessary  cost  of  subsistence.  When 
a  slave  was  purchased  as  an  investment,  he  was  examined 
in  order  that  the  state  of  his  health  and  his  muscular 
development  might  be  known.  These  qualities,  in  con- 
nection with  his  age,  his  skill  in  any  variety  of  labor,  and 
his  disposition,  determined  the  price  at  which  he  seemed 
likely  to  be  a  profitable  investment.  A  carpenter  or 
blacksmith  was  worth  50  per  cent,  more,  other  things  being 
equal,  than  an  ordinary  field  hand,  because,  while  the  cost 
of  his  support  was  no  greater,  the  quality  of  his  service 
was  much  more  valuable.  In  any  case,  however,  certain 
important  elements  were  either  wholly  lacking  or  but 
partially  developed.  "A  person  who  can  acquire  no 
property  can  have  no  other  interest  but  to  eat  as  much 
and  to  labor  as  little  as  possible." 

Family  ties  are  needed  to  develop  the  highest  value  of  a 
human  life.  But  while  this  value  thus  reaches  its  greatest 
capacity,  there  devolves  upon  its  possessor  the  respon- 
sibility of  supporting  those  who  have  by  his  own  choice 
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and  act  the  right  to  depend  upon  him  for  the  necessities 
of  life.  The  family,  then,  has  a  clear  and  indisputable 
interest  in  his  earnings.  This  they  have  day  by  day, 
month  by  month,  and  year  by  year.  If  he  dies  possessed 
of  property,  this  by  right  goes  to  them,  in  order  that  they 
may,  so  far  as  its  income  may  enable  them,  continue  to 
defray  the  cost  of  existence. 

But  what  of  the  life  itself?  Has  it  a  value  beyond 
what  it  produces  in  a  month  or  a  year  which  can  be  meas- 
ured with  any  degree  of  accuracy?  Supposing  its  posses- 
sor to  be  of  good  constitution  and  free  from  hereditary 
taint,  it  has  already  been  shown  that  he  and  others  of  his 
class  will  be  governed,  as  to  the  length  of  their  lives,  by  a 
law  of  mortality  so  certain  that  their  average  lifetime 
may  be  measured  with  as  much  precision  as  that  which 
governs  any  series  of  future  events.  For  example,  a  man 
is  thirty  years  old,  in  good  health,  and  his  surplus  earnings 
are  $1500  a  year,  and  money  is  worth  4  per  cent,  per 
annum;  by  a  standard  mortality  table,  the  present  value 
of  the  future  surplus  earnings  of  this  life  is  $25,560.  It  is 
true  that  this  value  is  based  on  averages,  and  that  the 
assumption  that  he  will,  through  his  life,  receive  and 
spend  just  the  amounts  here  set  down  will  not  probably 
be  realized.  It  is  well-nigh  certain  that  his  death  will 
occur  either  before  or  after  the  date  expected.  Disease  or 
accident  may  rob  him  permanently  of  his  productive 
power.  Circumstances  which  no  skill  guided  by  research 
can  calculate,  and  no  judgment  foretell,  may  change  the 
current  of  his  life,  and  enhance  or  diminish  the  value  of 
his  efforts.  And  yet  this  value  rests  upon  a  foundation 
composed  of  elements  no  more  uncertain  than  those  which 
determine  the  worth  of  the  business  block.  Both  the 
building  and  the  life  are  constantly  exposed  to  the  danger 
of  destruction,  but  the  chance  can  be  measured  even  more 
accurately  in  the  latter  case  than  in  the  former. 

The  natural  ability  of  one  man  is  greater  than  that  of 
another,  and  this  advantage  will  be  shown  in  the  value  of 
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their  respective  services.  These  qualities  as  well  as  those 
of  industry  and  perseverance  are  inborn  traits,  and  will, 
considered  in  connection  with  education  and  training, 
determine  the  amount  for  which  their  possessor  can  lease 
his  efforts  to  others  or  employ  them  for  independent 
profit.  What  nature  has  done  for  the  man  may  be  said  to 
correspond  with  the  location  of  the  building.  What  ex- 
perience has  taught  him  is  like  the  quality  of  the  structure. 
In  each  case  there  are  certain  necessary  expenditures 
which  must  be  met  before  any  real  value  can  exist,  and  in 
each  case  the  worth  rests  upon  estimates. 

The  family  which  depends  upon  this  income  has  an 
interest  in  the  life  which  produces  it,  which  is  not  limited 
by  a  month  or  a  year.  It  extends  into  the  future  as  far 
as  they  need  it.  Without  it  they  will  suffer  privation  or 
be  dependent  upon  charity,  in  either  of  which  conditions 
their  natural  protector  has  no  right  to  leave  them.  It  is 
here  that  the  institution  of  life  insurance  performs  the 
service  for  which  it  was  created.  It  renders  immediately 
available  the  future  earnings  of  a  lifetime.  It  takes  the 
place  of  him  whose  duty  it  is  to  care  for  his  dependents 
until  they  can  care  for  themselves. 

The  Federal  Bureau  of  Labor  has  completed  an  extended 
investigation  into  the  cost  of  living  of  workingmen's 
families,  and  the  retail  prices  of  the  principal  staple  articles 
of  food  used  by  such  families.  The  material  for  the  de- 
tailed study  of  the  cost  of  living  consisted  of  the  figures 
of  income  and  expenditures  furnished  by  some  2500 
families  in  thirty-three  states,  although  certain  data  not 
entering  so  much  into  detail  were  gathered  from  25,000 
families.  The  2500  families  furnishing  the  detailed 
material  consisted  on  an  average  of  5.31  persons,  a  figure 
slightly  (0.7)  above  the  average  of  private  families  in  the 
whole  country  as  shown  by  the  census  of  1900.  The 
average  yearly  expenditures  for  all  purposes  was  $768.54 
for  the  year  1901.  Of  this,  43  per  cent,  was  for  food,  13 
per  cent,  for  rent,  14  per  cent,  for  clothing,  and  5  per  cent. 
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for  fuel  and  lighting.  Three-quarters  of  the  expenditures 
was  for  the  actual  necessities  of  ordinary  living,  the  re- 
mainder representing  miscellaneous  expenses,  including 
the  cost  of  education  and  sickness.  If  this  average  family 
is  supported  by  one  person,  his  death  would  diminish  the 
total  family  expenditures  by  some  amount.  It  is  not  un- 
reasonable to  assume  that  the  cost  of  maintaining  the 
remainder  would  be  $500  per  annum.  Assuming  that  he 
is  forty  years  of  age,  and  in  good  health,  and  that  money 
is  worth  4  per  cent,  per  annum,  the  present  value  which  this 
family  has  in  his  life  is  $7546.50.  Human  and  divine 
laws  give  them  the  right  to  the  fruit  of  his  labors.  But 
does  he  perform  his  whole  duty  when  he  furnishes  them 
with  food,  clothing,  and  the  other  necessities  of  life,  or  even 
with  education  suitable  to  their  station?  He  may  live  to 
see  his  children  self-supporting,  and  to  provide  for  the 
old  age  of  himself  and  his  wife,  but  what  if  his  life  shall  be 
cut  off  while  they  are  still  unable  to  earn  their  own  sub- 
sistence? 

Hadley  says:  "Although  society  insists  as  far  as  it  can 
that  each  man  shall  be  responsible  for  himself  and  his 
family,  it  cannot  carry  this  principle  out  to  its  logical  con- 
clusion. We  cannot  kill  off  the  weak  merely  because  they 
have  been  unable  to  support  themselves.  Still  less  can 
we  leave  the  unfortunate  to  die  as  a  result  of  their  inca- 
pacity. The  ethical  loss  to  the  community  which  adopted 
such  a  course  would  indefinitely  outweigh  any  material 
or  physical  gain.  The  dependent  and  the  unfortunate 
must  under  certain  conditions  be  taken  care  of  by  society, 
even  though  the  process  of  natural  selection  is  thereby 
hampered." 

Again,  in  discussing  compulsory  insurance  and  pensions, 
he  says:  "There  are  certain  things  which  society  must  do 
in  justice  to  itself,  which  it  cannot  safely  allow  individuals 
to  demand  in  justice  to  themselves.  If  you  give  every 
man  a  right  to  a  pension  when  he  is  incapable  of  self- 
support,  you  tacitly  approve  his  failure  to  provide  for 
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himself  and  his  children.  That  the  necessary  degree  of 
production  and  of  economy  by  the  community  as  a  whole 
would  be  maintained,  if  such  a  point  of  view  were  adopted, 
seems  highly  improbable.  We  need  measures  which  shall 
increase  individual  responsibility  rather  than  diminish 
it;  measures  which  shall  give  us  more  self-reliance  and  less 
reliance  on  society  as  a  whole.  We  cannot  afford  to 
countenance  a  system  of  morals  or  law  which  justifies  the 
individual  in  looking  to  the  community  rather  than  to 
himself  for  support  in  age  or  infirmity." 

It  will  not  be  denied  that  certain  persons  must  and  should 
be  supported  at  the  public  expense,  but  the  fewer  there 
are  of  these,  the  better  will  be  the  morals  as  well  as  the 
finances  of  the  community,  and  life  insurance  is  continu- 
ally reducing  this  dependent  class.  It  is  not  the  man  who 
lives  to  old  age,  supports  and  educates  his  children  and 
saves  a  competency,  who  contributes  to  the  class  who  are 
applicants  for  public  charity.  But  the  one  who  is  taken 
away  while  his  children  are  infants  and  who  has  not  had 
the  time  given  him,  no  matter  how  affectionate  and  thrifty 
he  may  be,  to  provide  for  their  needs,  is  a  liberal  con- 
tributor to  the  orphan  asylum  and  the  almshouse.  He 
may  avoid  this  danger  by  postponing  marriage  for  such 
time  as  will  enable  him  to  accumulate  a  sufficient  sum  to 
insure  the  comfort  of  a  family,  but  neither  morality  nor 
the  public  welfare  will  be  best  served  by  the  establishment 
of  such  a  principle.  There  is  but  one  way  by  which  he 
can  follow  the  course  which  nature  intended  him  to  take, 
and  that  way  is  open  to  him  through  life  insurance.  By 
the  payment  of  comparatively  small  sums  at  convenient 
intervals,  he  can  relieve  himself  of  the  responsibility  of  the 
distress  which  would  fall  upon  his  dependents  in  case  of 
his  premature  death,  and  he  can,  moreover,  provide  for 
his  own  future  in  case  he  should  survive  the  time  when, 
from  physical  weakness,  he  shall  become  incapacitated 
from  earning  his  own  subsistence. 

In  what  directions  and  to  what  extent  life  insurance 
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promotes  the  best  family  life  it  is  difficult  to  prove.  That 
it  tends  to  increase  the  sense  of  responsibility  which  leads 
to  a  thoughtful  appreciation  of  affection  and  duty  cannot 
be  doubted.  That  man  who  enters  upon  his  married  life 
without  consideration  not  alone  of  the  probabilities,  but 
also  of  the  possibilities,  will  find  himself  weighted  with  a 
burden  which  he  cannot  transfer  to  another,  and  which 
will  consist  both  of  the  necessity  of  self-denial  and  anxiety 
for  the  future.  The  first  will  develop  and  improve  his 
character,  will  stimulate  his  ambition  and  increase  his 
efficiency,  but  a  combination  of  the  two  will  dishearten 
and  impede  him  and  tend  to  cruelty,  intemperance,  and 
divorce,  for  he  will  seek  to  transfer  to  others  that  for  which 
he  alone  is  responsible. 

Life  insurance  makes  immediately  available  the  future 
saving?  of  a  lifetime,  and  it  is  this  element  of  its  operations 
which  is  its  most  common  and  prominent  characteristic. 
But  its  mission  cannot  be  fully  gauged  without  an  under- 
standing that  it  has  another  feature  less  used  but  not  less 
useful.  It  has  been  shown  that  in  a  large  number  of 
human  beings  belonging  to  a  known  class,  a  law  of  mor- 
tality has  been  found  to  exist,  and  this  has  been  used 
through  life  insurance  to  distribute  among  the  many 
the  unexpected  disasters  which  must  overtake  the  few, 
and  which  would  otherwise  bring  distress,  pauperism,  and 
crime. 

It  is  equally  true  that  out  of  the  many  some  will  survive 
to  old  age,  when  they  will  have  reared  and  educated  their 
children  and  performed  their  whole  duty  toward  them. 
If  a  man  thus  situated  has  been  fortunate  enough  to 
accumulate  property,  the  income  of  which  is  sufficient  to 
maintain  him  independently  of  other  aid,  his  natural 
desire  and  duty  are  to  pass  on  his  possessions  to  his  de- 
scendants, who  will  thus  eventually  secure  his  surplus 
earnings.  But  in  many  cases  he  will  in  his  old  age  find 
himself  alone,  his  duty  done,  his  children  self-supporting 
and  in  the  same  condition  in  which  he  himself  was  in  his 
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youth,  while  the  interest  on  his  savings  will  not  suffice  to 
give  him  that  comfort  and .  independence  to  which  he  is 
fairly  entitled. 

Suppose  such  a  man  to  be  seventy-five  years  of  age, 
and  that  he  has  saved  $5000.  If  this  is  invested  at  4  per 
cent,  it  will  yield  him  an  income  of  $200  a  year.  This  will 
not  provide  for  his  needs,  and  he  must  depend  upon 
others  for  a  part  of  his  support  if  he  has  lost  his  earning 
power,  or  he  must,  each  year,  spend  a  part  of  his  principal, 
with  a  possibility  of  living  long  enough  to  exhaust  it  and 
finally  to  become  wholly  dependent.  By  the  operation 
of  the  laws  of  mortality,  life  insurance  can  take  this  amount 
and  give  him  an  income  of  $800  a  year  so  long  as  he  may 
live. 

This  service  also  is  a  distinct  and  important  element  in 
the  family  life.  While  the  responsibility  which  rests  upon 
the  man  with  a  young  and  immature  family  is  definite 
and  unmistakable,  and  may  extend  to  the  end  of  an  old 
age,  involving  the  preservation  and  transmission  of  any 
property  he  may  have,  yet  in  some  cases  independence 
and  happiness  can  only  be  secured  by  obtaining  by  means 
of  life  insurance  the  larger  and  sure  income  which  involves 
the  investment  of  the  principal  for  the  sole  benefit  of  its 
owner. 

The  aged  parent  or  relative  who  is  no  longer  able  to  earn 
a  living,  and  who  has  become  a  charge  upon  a  family 
needing  all  its  resources  for  its  own  members,  is  often  an 
unwelcome  guest,  while  this  same  one  with  an  income 
sufficient  for  his  maintenance  will  be  an  object  of  care 
and  solicitude. 

In  these  ways  does  life  insurance  serve  the  family  in 
guarding  against  the  losses  of  early  death  and  in  providing 
means  to  ameliorate  the  disadvantages  of  old  age.  But 
distributing  the  burden  of  the  few  among  the  many  is  not 
the  only  service  which  this  institution  performs  for  the 
family.  The  contracts  which  it  offers  to  the  public  con- 
tain not  only  the  element  of  protection,  but  of  accumulation 
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as  well.  The  savings  bank  has  its  uses  and  has  played 
an  important  part  in  the  development  of  family  thrift, 
but  the  payment  which  is  called  for  at  stated  times  will 
be  more  likely  to  be  met  than  the  deposit  which  is  required 
only  by  an  indefinite  resolution.  That  the  habit  of  saving, 
especially  if  it  be  for  others,  is  uplifting  and  tends  to 
strengthen  family  ties  does  not  need  demonstration. 

Carroll  D.  Wright  says  that  the  family  "must  be  con- 
sidered as  the  crucial  social  unit  — '  the  very  keystone  of 
society'  —  for  it  results  from  happy  association  of  the 
sexes  by  which  the  human  species  is  perpetuated  and 
extended,  by  which  the  affections  are  developed,  and  by 
which  the  interest  which  compels  one  unit  to  protect,  pre- 
serve, and  cherish  another  is  fostered.  It  should  be  the 
purpose  of  society,  as  a  whole,  to  protect  the  sacredness 
and  integrity  of  that  relation.  Without  the  family  unit 
no  other  social  units  would  be  possible;  it  brings  the  in- 
dividual out  of  his  seclusion  into  ethical  relations,  con- 
stitutes him  a  living  evolutionary  force,  lifts  him  out  of 
intensive  selfishness  to  a  more  extensive  selfishness,  for 
in  the  family  relation  he  must  live  for  others,  although  in 
living  for  others  he  may  live  for  his  own  higher  enjoyment. 
The  purpose  of  the  individual  unit  in  entering  social  rela- 
tions and  in  inviting  the  force  of  association  is  to  secure 
happiness.  He  may  be  well  fed,  warmed,  and  clothed, 
while  in  the  disintegrated  state  of  the  individual,  but  in 
such  state  he  can  have  no  realization  of  the  happiness 
which  comes  from  appreciation  of  and  service  to  others. 
Hence  the  family  grows  out  of  the  psychic  tendencies  of 
men,  and  is  perhaps  the  best  demonstration  of  the  highest 
aspirations  of  the  individual.  It  is  found  in  every  con- 
dition of  population,  whether  living  in  savagery,  in  bar- 
barous or  in  civilized  communities.  It  is  the  fundamental 
unit  of  civilized  society." 

If  the  family  as  thus  described  be  thoughtfully  con- 
sidered, it  will  be  apparent  that  life  insurance  is  not  only 
an  important  factor  of  this  social  unit,  but  that  it  is  an 
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absolutely  essential  part  of  an  ideal  condition  of  civilized 
life. 

Although  a  policy  of  life  insurance  is  a  contract  between 
an  individual  and  a  corporation  and  directly  concerns  only 
these  two  parties,  yet  the  state  which  gives  being  to  the 
corporation  and  undertakes  to  protect  the  individual  can 
well  be  considered  in  its  relations  to  this,  the  most  far* 
reaching  of  all  forms  of  business  activity. 

Woolsey  defines  a  state  as,  "A  community  of  persons 
living  within  certain  limits  of  territory,  under  a  permanent 
organization  which  aims  to  secure  the  prevalence  of  justice 
by  self-imposed  law." 

It  is  clear  that  any  agency  which  improves  the  mental 
or  moral  attributes,  or  the  material  circumstances  of  any 
one  of  its  citizens,  raises  the  condition  of  the  community 
of  which  he  is  a  member,  and  thus  benefits  the  state. 
Savings  banks  encourage  thrift  and  produce  accumula- 
tions which  would  in  many  cases  be  otherwise  wasted, 
and  thus  they  constitute  a  distinct  and  tangible  benefit 
to  the  state.  Life  insurance  promotes  a  sense  of  respon- 
sibility, strengthens  family  ties,  and  thus  elevates  the 
general  character  of  the  nation.  It  lessens  those  family 
discords  which  end  in  divorce,  it  checks  intemperance, 
and  often  by  its  requirements  brings  a  realizing  sense  of 
the  benefits  of  right  living.  The  very  restrictions  which 
the  companies  transacting  this  business  themselves  place 
upon  admission  to  membership  bring  a  clear  comprehen- 
sion of  the  result  which  temperate  living  has  upon  the 
length  of  life.  Careful  observation  has  shown  that  the 
intemperate  use  of  liquor  weakens  the  human  system, 
rendering  it  less  liable  to  withstand  disease,  and  thus 
shortens  life.  This  is  one  of  the  risks  which  life  insurance 
companies  strive  in  every  way  to  avoid.  Not  only  are 
searching  questions  asked  of  the  applicant  as  to  his  habits 
in  this  respect,  but  reports  are  often  secured  from  inde- 
pendent sources  as  to  his  custom  in  the  use  of  liquor.  It 
is  undoubtedly  the  case  that  many  who  have  thoughtlessly 
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fallen  into  habits  of  intemperate  drinking,  without  realiz- 
ing its  ill  effects,  have,  when  brought  face  to  face  with  the 
requirements  of  life  insurance,  changed  their  modes  of 
life,  and  have  become  not  only  sounder  physically,  but 
improved  in  financial  condition,  and  have  thus  become 
more  valuable  citizens  and  therefore  increased  the  pros- 
perity of  the  state. 

The  physical  examinations  which  are  required  in  all 
cases  of  life  insurance  also  have  their  very  marked  effect 
upon  the  public,  for  until  the  true  meaning  of  life  insurance 
is  brought  home  to  an  applicant,  he  seldom  comes  to  an 
understanding  of  what  the  actual  value  of  his  life  is,  and 
how  much  this  value  is  increased  if  the  length  of  his  life 
can  be  prolonged.  Weaknesses  and  ailments  not  before 
known  are  often  discovered,  and  remedies  are  applied 
which  lengthen  life,  and  thus  add  to  the  aggregate  value 
of  the  state. 

There  can  be  no  doubt,  furthermore,  that  life  insurance 
curtails  the  expense  to  the  public  treasury  of  almshouses 
and  police,  of  criminal  courts  and  prisons,  and  of  the  vari- 
ous other  necessary  branches  of  the  public  service  which 
have  to  do  with  the  prevention  and  punishment  of  crime, 
and  the  relief  of  the  suffering  and  unfortunate. 

Some  years  ago,  a  census  was  taken  of  the  paupers  in  the 
Philadelphia  almshouse,  with  the  result  that  of  the  num- 
ber observed  — 1110  —  only  three  were  found  who  had 
been  beneficiaries  of  life  insurance,  and  these  to  the  extent 
of  $6,000,  but  through  profligacy  or  improvidence  they  were 
reduced  to  a  state  of  pauperism.  In  a  census  of  the  Mont- 
gomery County  (Pa.)  almshouse,  133  were  examined  and 
it  was  found  that  none  of  these  people  or  their  families 
ever  had  been  the  beneficiaries  of  life  insurance. 

In  the  year  1902  there  was  distributed  to  the  holders  of 
life  insurance  policies  and  their  families  in  death  claims, 
matured  endowments,  and  annuities,  by  the  life  insurance 
companies  of  the  United  States,  more  than  $140,000,000. 

It  is  certain  that  in  many  cases  the  proceeds  of  a  life 
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insurance  policy  are  practically  all  that  remain  at  the  death 
of  the  one  responsible  for  the  support  of  helpless  depend- 
ents, and  in  a  vast  number  of  these  cases,  were  it  not  for 
this  aid,  many  persons  would  be  forced  to  accept  public 
charity.  There  can  be  no  doubt  that  an  investigation  of 
the  records  of  the  inmates  of  prisons,  and  of  asylums, 
maintained  at  the  public  expense,  for  the  care  of  those 
made  helpless  by  disease  and  old  age  and  unable  to  care 
for  themselves,  would  show  that  with  rare  exceptions  they 
do  not  belong  to  that  class  from  which  the  membership  of 
life  insurance  companies  has  been  drawn. 

The  limits  of  this  discourse  do  not  permit  an  exhaustive 
analysis  of  the  influence  of  life  insurance  upon  the  com- 
munity,  nor  the  benefits  which  it  confers  upon  the  living 
on  the  one  hand  and  upon  dependents  on  the  other.  Some 
other  phases  of  the  subject  are  of  such  importance  as 
to  make  the  study  of  them  interesting  and  useful  to  all 
who  are  engaged  in  business,  professional,  or  political 
life. 

The  state  long  ago  recognized  the  part  played  in  its 
affairs  by  this  institution,  and  the  peculiar  nature  of  its 
service,  by  enacting  laws  to  protect  the  family  in  the  pro- 
ceeds of  life  insurance  policies  as  against  the  claims  of 
creditors.  As  early  as  1840  the  State  of  New  York  passed 
an  act  in  substance  like  the  present  law  in  that  and  other 
states.  It  clearly  indicated  that  the  government  was 
justified  in  the  position  that  the  duty  of  a  man  not  only 
to  support  his  family  during  his  lifetime,  but  also  to  pro- 
vide for  them  after  his  death,  should  take  precedence  of 
all  other  obligations.  This  law  as  it  now  stands  in  the 
statute  book  of  Connecticut  is  as  follows:  "Any  policy 
of  life  insurance  expressed  to  be  for  the  benefit  of  a  married 
woman,  or  assigned  to  her,  or  in  trust  for  her,  shall  inure 
to  her  separate  use;  or  in  case  of  her  decease  before  pay- 
ment, to  the  use  of  her  children,  or  of  her  husband's  chil- 
dren, as  may  be  provided  in  such  policy.  But  if  the  annual 
premium  on  such  policy  shall  exceed  $300,  the  amount 
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of  such  excess,  with  interest,  shall  inure  to  the  benefit  of 
the  creditors  of  the  person  paying  the  premium." 

The  charters  of  some  of  these  companies  contain  similar 
provisions.  In  order  to  make  sure  that  the  protection 
provided  for  by  the  insured  shall  in  any  event,  notwith- 
standing his  own  pecuniary  condition,  reach  those  persons 
who  properly  look  to  him  for  support,  and  without  whose 
protection  might  become  charges  upon  the  public,  the  law 
has  been  invoked  both  in  the  statute  books  and  the  articles 
of  incorporation. 

The  business  of  life  insurance  is  transacted  exclusively 
by  corporations  deriving  their  powers  from  charters 
granted,  in  this  country,  by  the  governments  of  the  various 
states.  An  ordinary  contract  of  insurance  is  a  promise 
to  pay  a  given  sum  at  some  indefinite  future  time,  in  con- 
sideration of  the  present  payment  of  a  certain  other  sum. 
The  peculiar  character  of  this  agreement  makes  possible 
the  practice  of  deceptive  and  unsound  methods,  to  an 
extent  impracticable  in  those  transactions  where  the  pur- 
chaser can  more  readily  examine  and  understand  the  real 
nature  of  the  thing  for  which  he  pays.  It  was  natural, 
therefore,  that  laws  should  be  passed,  intending  to  guard 
the  public  against  the  dishonesty  and  ignorance  of  the 
managers  of  these  institutions  by  requiring  reports  of 
their  affairs  to  be  filed  with  public  officials.  The  State  of . 
Massachusetts  in  1807  adopted  a  resolution  requiring 
insurance  companies  to  render  an  account  of  their  affairs  to 
the  next  legislature.  In  1828  an'  act  was  passed  requiring 
these  corporations  to  make  annual  statements  to  the 
comptroller,  and  in  1851  this  official  was  given  authority 
to  make  examinations  of  companies. 

Massachusetts  enacted  a  law  in  1854  providing  for  the 
creation  of  an  insurance  department,  which  was  organized 
in  the  following  year  by  the  appointment  of  three  com- 
missioners, whose  duty  it  was  to  examine  the  reports  and 
the  conditions  of  all  companies  doing  business  in  the 
commonwealth.    Other  states  have  followed  the  example 


FUNCTION  OF  LIFE  INSURANCE  55 

set  in  the  East,  as  the  operations  of  these  corporations  have 
become  extended  and  enlarged,  until  now  there  are  fifty- 
two  insurance  departments,  including  Alaska,  Porto  Rico, 
and  Hawaii. 

An  examination  of  the  items  of  investment  is  interesting 
and  useful  as  indicating  the  influence  which  these  accu- 
mulations undoubtedly  have  upon  the  growth  and  develop- 
ment of  the  country.  The  loans  which  these  companies 
now  hold  upon  real  estate  securities  amount  to  not  less 
than  $600,000,000.  These  investments  have  enabled  the 
owners  of  real  estate  in  cities  to  improve  their  properties 
by  building  dwellings  and  business  blocks,  and  to  increase 
and  extend  every  line  of  business.  For  more  than  thirty 
years  some  of  the  life  insurance  companies  have  made 
loans  upon  Western  farming  lands.  These  have  enabled 
the  farmers  of  the  country  to  buy  land  and  to  cultivate  it, 
to  erect  necessary  buildings,  to  buy  stock,  and  to  continue 
their  operations  through  unfavorable  years.  It  is  certain 
that  these  institutions  have  been  largely  instrumental  in 
the  growth  of  the  farming  interest.  Lands  in  sections 
where  these  corporations  have  loaned  money  have  very 
greatly  increased  in  value,  largely  by  reason  of  the  reduc- 
tion in  the  rate  of  interest  which  has  come  through  the 
increase  of  these  funds  seeking  investment.  Vast  sums  of 
money  gathered  from  the  payments  of  policyholders,  and 
held  and  improved  at  interest,  solely  for  the  final  payment 
of  claims,  have  been  used  in  the  development  of  railroads 
and  other  corporations,  and  to  improve  cities  and  towns. 
Deposits  in  banks  have  served  to  aid  commerce  and  have 
been  largely  instrumental  in  enabling  those  engaged  in 
various  lines  of  business  to  procure  funds  on  reasonable 
terms. 

Life  insurance  exists  for  the  purpose  of  repairing  the 
loss  occasioned  by  the  death  of  an  individual  who  can 
produce  more  than  the  cost  of  subsistence.  This  has  been 
shown  in  individual  cases,  and  it  has  also  been  demon- 
strated how  such  value  can  be  reached  in  any  particular 
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instance.  In  considering  the  relations  which  life  insurance 
bears  to  the  state,  it  is  necessary  to  take  such  aggregate  as 
can  be  ascertained,  and  to  point  to  certain  conclusions. 
The  conditions  which  prevail  in  Connecticut  may  be  used 
as  a  fair  example.  It  is  shown  by  the  census  of  1900  that 
there  were  385,610  persons  in  Connecticut  engaged  in  all 
occupations;  of  this  number,  186,675,  or  somewhat  less 
than  one-half,  were  engaged  in  manufacturing,  and  the 
amount  paid  by  these  establishments  in  wages  and  salaries 
during  the  year  1900  was  $95,053,775.  Of  this  amount 
it  is  probably  within  the  fact  to  assume  that  two-thirds, 
or  say  $60,000,000,  was  expended  in  the  support  of  others 
than  those  earning  this  income.  If  it  is  assumed  that  the 
average  age  of  these  producers  is  thirty  years,  and  that 
the  present  value  of  an  annuity  at  that  age  is  $17,  and 
that  on  the  whole  the  mortality  among  these  persons  will 
follow  the  table  rate,  it  appears  that  this  income  repre- 
sents a  present  value  of  future  earnings  of  more  than  a 
thousand  million  dollars,  any  portion  of  which  capital  is 
liable  to  be  cut  off  in  any  hour  of  any  day.  But  these 
figures  apply  only  to  those  engaged  in  one  branch  of  labor, 
and  this  probably  on  the  whole  lees  remunerative  than  the 
sum  total  of  other  occupations.  It  is  not  claimed  that 
these  estimates  even  approach  accuracy,  but  it  seems 
reasonable  to  believe  that  they  are  within  facts. 
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CHAPTER  V 

EARLY    HISTORY    OF    LIFE    INSURANCE    IN    GREAT    BRITAIN  * 

Life  assurance  is  the  compound  growth,  first,  of  our  ' 
commercial  necessities,  aided  largely  by  a  love  of  specula- 
tion, and  later,  of  our  progressive  civilization.  For  the 
former,  rough  and  ready  means  of  estimation  were  re- 
sorted to;  for  the  latter,  a  long  and  elaborate  course  of 
progressive  investigation  was  needed. 

The  development  of  the  business  has  extended  over 
some  three  or  four  centuries,  perhaps  more.  It  has  passed 
through  three  distinct  phases,  as  (1)  The  experimental 
period;  (2)  The  speculative  or  transitional  period;  (3) 
the  period  of  scientific  exactitude.  These  periods,  of 
course,  more  or  less  overlap  each  other,  but  they  each 
possess  very  marked  distinctions. 

It  has  to  be  remarked  that  during  the  constantly  recur- 
ring epidemic  visitations  of  the  middle  ages,  anything 
depending  upon  the  duration  of  human  life  could  but  be  a 
lottery.  There  were  no  means  even  of  approximate 
estimate  other  than  tradition  could  supply.  Life  insur- 
ance, except  as  a  bet  or  hazard  between  two  or  more 
individuals,  was  therefore  impossible.  And  yet  it  was 
practised  to  an  extent  of  which  we  can  only  judge  by  _ 
collateral  circumstances  —  one  of  these  being  the  exist- 
ence of  forms  of  contract  exactly  adapted  to  the  nature 
of  the  business.  These  early  contracts  were  indeed  based, 
alike  in  form  and  expression,  upon  those  adopted  in  marine 
insurance,  which,  it  is  generally  admitted,  had  an  earlier 
origin  than  that  claimed  for  life  insurance. 

1  By  Cornelius  Walford.  Reprinted  from  Volume  XXV,  Journal 
of  the  Institute  of  Actuaries,  1885. 
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The  class  of  life  insurance  chiefly  in  use  during  the 
experimental  period  was  that  of  assuring  mariners,  i.e., 
masters  of  ships,  against  death  or  captivity  during  the 
prosecution  of  their  voyage;  in  insuring  merchants  against 
captivity  by  pirates  —  for  in  early  times  merchants  accom- 
panied their  maritime  ventures.  The  mode  of  under- 
taking these  risks  was  by  individual  underwriters  taking 
certain  defined  portions  thereof  at  so  much  per  cent, 
premium. 

Again,  there  were  also  contracts  for  children's  endow- 
ments, and  various  other  contingent  risks,  specially  de- 
vised in  view  of  evading  the  usury  laws,  which  latter  were 
sought  to  be  strictly  enforced,  by  the  Romish  Church  in 
the  first  instance,  and  afterwards  by  enactments  in  our 
own  statute  book;  and  there  being  no  funded  system  of 
national  finance  in  existence  by  which  money  could  be 
steadily  improved  at  a  fixed  rate  of  interest,  until  near 
the  close  of  the  seventeenth  century  (1690)  /  all  manner 
of  life  annuity  dealings  were  entered  into  as  a  means  of 
gain  and  investment. 

The  speculative  or  transitional  period  is  one  of  much 
interest.  All  subordinate  offices  in  the  service  of  the  state 
were  the  subject  of  sale  and  purchase  —  sale  by  the  patron, 
purchase  by  the  incumbent.  It  was  obvious  that  the 
value  of  a  "place  for  life"  depended  upon  the  age  of 
incumbents;  but  there  were  no  scientific  means  of  deter- 
mining this  proper  value. 

Church  lands,  and  houses  built  thereon,  were  granted 
upon  lives  —  "leases  for  lives"  —  usually  three;  on  the 
death  of  the  last  of  which  the  property  reverted  to  the 
Church,  and  was  only  regranted,  if  at  all,  upon  the  pay- 
ment of  a  considerable  fine.  Life  insurance  was  much 
needed  to  render  such  transactions  financially  safe. 

Mutual  contribution  societies  were  founded;  and  in 
default  of  the  means  of  calculating  the  expected  mortality 

1  In  Venice  a  public  funding  system  was  brought  into  use  as  early  as 
1173.    In  Florence  in  1340. 
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amongst  the  members,  but  little  regard  was  paid  to  age 
on  admission.  The  old  were,  indeed,  frequently  admitted 
on  the  same  terms  as  the  young,  or  where  a  distinction 
came  to  be  made  it  was  not  based  upon  principles  of  com- 
putation, but  was  simply  arbitrary;  and  various  expedients 
had  to  be  devised  to  meet  the  circumstance  that  nothing 
could  be  fixed  in  the  way  of  accruing  benefits. 

Many  annuity  societies  were  formed  in  various  parts  of 
the  kingdom;  but  in  the  absence  of  available  scientific 
*  data  on  which  to  base  their  operations,  they  proved  most ' 
delusive.  Reversionary  interests  could  not  be  accurately 
valued,  and  hence  were  the  subject  of  speculation  only. 
Even  schemes  of  national  finance  were  ventured  upon  in 
an  equal  absence  of  guiding  principles:  and  extravagant 
advantages  were  offered,  to  say  nothing  of  tontine  projects. 
Friendly  societies  were  founded  without  even  an  approxi- 
mate idea  of  the  pecuniary  equivalents  to  be  demanded  for 
the  benefits  offered.  Finally,  there  came  the  stage  of 
scientific  exactitude  in  the  progress  of  life  contingencies. 

Life  assurance  associations  could  now  undertake,  in 
return  for  certain  fixed  contributions,  to  guarantee,  on  the 
expiration  of  the  lives  respectively  insured,  certain  spe- 
cific advantages.  Such  associations  might  therefore  be 
founded  and  carried  on  either  by  trading  companies,  who 
entered  into  contracts  in  view  of  profit;  and  who,  from  the 
beginning,  possessed  funds  which  made  the  contract  cer- 
tain of  performance  in  the  absence  of  fraud.  Under  such 
conditions  life  insurance  could  be  advantageously  applied 
to  many  business  purposes,  wherein  the  element  of  cer- 
tainty was  the  one  thing  needed;  and  the  absence  of 
speculation  commended  it  to  the  judgment  of  prudent 
men,  as  a  means  of  making  provision  foi*  families. 

In  order  to  pass  from  the  first  of  the  preceding  stages 
to  the  last,  many  steps  had  been  necessary.  First,  in 
regard  to  the  abatement  of  pestilence;  steps  were  taken 
in  most  of  the  municipal  towns,  in  the  direction  of  clean- 
sing the  public  streets,  into  which  animal  and  vegetable 
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refuse  and  other  abominations  had  been  heretofore  indis- 
criminately thrown.  As  to  the  metropolis,  which  usually 
suffered  more  severely  than  the  smaller  towns  from  plague 
visitations,  its  burning  in  1666  was  the  "baptism  of 
fire"  by  which  alone  it  became  purified,  and  rendered  even 
capable  of  its  future  development  as  the  capital  of  the 
CN\kingdom. 

^  Bills  of  mortality  came  to  be  regarded  as  of  importance 
in  the  light  of  being  barometers  of  the  public  health. 
They  were  introduced  into  the  principal  towns  by  slow 
degrees;  and  their  results  were  placed  on  permament 
record.  From  the  bills  so  kept  were  afterwards  deduced 
the  true  data  for  life  measurement. 

The  laws  of  chance  came  to  be  developed,  originally 
very  much  in  the  interest  of  the  all-prevailing  gaming 
which  pervaded  Europe  during  the  seventeenth  and  most 
of  the  eighteenth  entury.  A  yet  higher  class  of  mathe- 
matics soon  afterwards  elaborated  the  doctrine  of  mathe- 
matical probability.  The  application  of  these  higher 
mathematical  methods  to  the  data  supplied  by  the  bills 
of  mortality  and  other  mortality  observations  led  to  the 
development  of  the  science  of  life  contingencies. 

The  first  mortality  table  scientifically  constructed,  by 
means  of  which  the  probable  duration  of  human  life  could 
be  accurately  computed,  was  prepared  by  Halley,  the 
Astronomer  Royal  of  England,  and  submitted  to  the 
Royal  Society  in  1692. 

It  seems  necessary  to  state  that  Halley's  table  did  not 
immediately  lead  to  an  adoption  of  the  improved  methods 
of  computation  which  it  made  available.  This  was  prob- 
ably because  its  results  were  deduced  from  foreign  obser- 
vations, which  it  may  have  been  thought  did  not  apply 
to  life  in  England. 

Attempts  were  therefore  made  during  the  next  century 
to  construct  other  tables  based  upon  English  observations 
—  especially  upon  those  of  London ;  and  afterwards  upon 
those  of  the  central  town  of  Northampton. 
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From  the  accomplishment  of  this  last  result  by  Dr. 
Price  in  1769  dates  what  may  be  termed  a  general  adop- 
tion of  life  assurance  for  its  best  and  noblest  purposes. 

In  1622,  Gerard  de  Malynes,  merchant  in  London,  pub- 
lished his  famous  work,  Vel  Lex.  Mercatoria,  or  the  Antient 
Law  Merchant,  &c,  which  contains  a  chapter  "of  the 
Office  of  Assurances,  and  the  antient  custom  of  the  same"; 
and  the  nature  of  the  assurances  there  made  is  described 
in  n}uch  detail.    Inter  alia: 

"Other  assurances  are  made  upon  the  lives  of  men  for 
divers  respects;  some  because  their  estate  is  merely  for 
term  of  life,  and  if  they  should  have  children  or  friends 
to  leave  some  part  of  their  estate  unto,  they  value  their 
life  at  so  many  hundredth  pounds;  and  if  he  do  depart 
this  life  within  that  time  the  assurers  pay  the  money: 
as  it  happened  of  late  that  one  being  engaged  for,  Sir 
Richard  Martin,  Knight,  Master  of  the  Mint,  caused  £300 
to  be  assured  upon  the  life  of  the  said  Sir  Richard,  being 
some  90  years  of  age,  and  therefore  gave  twenty-and-five 
per  centum  to  the  assurers.  The  antient  knight  died  within 
the  year,  and  the  said  assurers  did  pay  the  money.'7 

Here  is  the  earliest  mention  of  life  assurance  being 
employed  as  a  provision  for  families.  The  first  portion 
of  the  paragraph  is  rather  involved,  and  probably  describes 
two  modes  of  insurance  practised  at  that  period  and  long 
before:  1.  A  man  going  into  foreign  parts,  say  on  a  re- 
ligious pilgrimage,  having  more  money  than  was  required 
for  his  purpose,  lent  sums  to  his  friends  upon  the  con- 
dition that  they  paid,  say,  twofold  on  his  return.  They 
underwrote  his  life,  to  secure  such  a  sum  of  money  as 
would  be  required.  2.  A  merchant  going  on  a  trading 
expedition  borrowed  money  of  his  friends  upon  the  con- 
dition of  repaying  twofold  the  amount  on  his  coming 
back.  He  might  be  required  to  insure  a  sum  in  case  of 
his  failure  to  return;  or  he  might  offer  to  do  this  himself, 
so  as  to  secure  the  advance  upon  easier  terms. 

In  1693  that  ingenious  computer  Leybourne,  in  his 
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Panarithmologia — "a  sure  guide  for  purchasers,  sellers 
or  mortgagers  of  land,  leases,  annuities,  rents,  pensions, 
etc.,  in  present  possession  or  reversion"  — describing  the 
branches  of  insurance  which  then  prevailed,  said:  "Other 
assurances  are  made  upon  the  lives  of  men  and  women, 
at  a  rate  that  is  moderate.  For  by  this  means,  if  you  buy 
any  place  or  office  that  is  worth  £1000  or  more,  or  less, 
and  you  have  not  money  enough  to  purchase  it,  you  borrow 
£400  or  £500.  Now  if  you  die,  and  are  not  in  a  condition 
to  pay  this  money,  it  is  lost:  but  if  you  insure  your  life, 
then  your  friend  that  you  did  borrow  of  will  have  his 
money  honestly  paid  him." 

Thus  far  all  had  been  speculation  and  darkness.  A  new 
period  takes  its  rise  with  the  first  efforts  towards  true  light. 

It  is  one  of  the  most  remarkable  features  in  the  history 
of  life  assurance,  that  at  the  very  moment  when  the  busi- 
ness could,  for  the  first  time,  have  emerged  from  the  reign 
of  experiment  into  the  more  satisfactory  path  of  something 
like  mathematical  certainty  —  at  that  moment  the  course 
of  events  led  it  into  a  channel  almost  purely  speculative. 
This  was  probably  due  to  the  temper  of  the  times  rather 
than  to  any  other  single  cause.  It  is  certain  that  the 
first  step  towards  associated  operation  was  intended  to  be 
respectable,  although  its  basis  was  not  very  substantial; 
it  is  equally  clear  that  the  movement  of  1706  was  intended 
to  be  in  the  direction  of  permanence;  but  it  will  be  made 
too  apparent,  as  we  proceed,  that  the  very  attractiveness 
of  the  features  of  the  business  seemed  to  render  it  the  prey 
then,  as  it  has  done  since,  to  a  band  of  most  unscrupulous 
adventurers.  It  seems  of  the  utmost  consequence  that 
the  events  of  this  period  should  be  carefully  surveyed; 
without  this,  no  deductions  can  be  drawn  which  will  be 
permanently  reliable. 

The  earliest  project  of  associated  life  assurance  was 
made  in  1699.  It  was  called  "The  Society  of  Assurance 
for  Widows  and  Orphans."  Its  founder  was  Mr.  Stans- 
field,  "at  St.  Austin's  Gate,  near  the  east  end  of  St.  Paul's, 


LIFE  INSURANCE  IN  GREAT  BRITAIN  63 

London."  The  association  was  to  consist,  "when  full/' 
of  2000  members,  who  were  to  contribute  five  shillings 
each  towards  every  death  that  occurred  among  the  mem- 
bers, this  contribution  being  designed  to  raise  £500  on  the 
death  of  each  member,  contingent  upon  all  members  pay- 
ing up.  I  will  give  a  brief  outline  of  the  main  provisions 
of  its  "Articles  of  Settlement." 

The  scheme  was  to  commence  as  from  6th  April,  1699,  ? 
to  be  kept  in  some  public  place  in  the  city  of  London;  two 
register  books  were  to  be  provided  and  kept  in  the  said 
office  —  one  for  entering  the  name  and  age  of  every  sub- 
scriber, and  the  names  and  ages  of  his  wife  and  children, 
or  of  any  other  person  or  persons  to  be  provided  for;  and 
the  other  for  entering  the  claim  of  every  widow,  or  of 
every  orphan  or  orphans,  person  or  persons,  made  upon 
the  society,  and  the  sum  or  sums  of  money  paid  upon 
every  claim.  These  books  to  be  open  to  the  examination 
of  subscribers.  All  claims  and  matters  relating  to  the 
"Society"  were  to  be  heard  and  determined  by  thirteen 
persons,  who  were  named,  and  who  were  all  persons  of 
good  social  position,  as  clergymen,  etc.  They  were  to  be 
trustees  for  the  year.  Any  three  of  them  might  hold  a 
"court"  for  admission  of  subscribers,  and  any  five  of 
them  for  determination  of  other  matters,  being  lawfully 
summoned  by  the  "  Master  of  the  said  Office."  Vacancies 
might  be  filled.  Trustees  to  be  appointed  every  year  by 
the  votes  of  the  subscribers. 

Every  subscriber,  on  registering  his  name  and  the  names 
-of  those  for  whose  benefit  the  assurance  was  to  be  made, 
was  to  pay  5*.  for  entrance,  and  5*.  more  to  meet  the  next 
claim;  and  should  these  have  a  policy  under  the  seal  of 
this  office,  nominees  might  be  named,  and  from  time  to 
time  changed,  for  all  benefits  under  the  policy.  Policies 
might  be  changed  on  paying  the  cost  of  stamp.  In  case 
of  death,  timely  notice  to  be  sent  to  this  office,  that  its  "  Visi- 
tor" might  see  the  person  deceased.  An  affidavit  of  death 
to  be  made  by  parties  interested  in  the  policy,  supported 
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by  a  certificate  of  death  under  the  hands  of  the  minister 
and  churchwardens  of  the  parish,  or  of  three  substantial 
housekeepers. 

Persons  on  entering  were  to  sign  the  deed,  and  within 
six  months  were  to  appear  at  the  office  before  three  or 
more  trustees,  and  have  their  policies  approved  and  signed 
by  the  secretary  in  their  presence;  at  which  court  every 
subscriber  should,  if  required  by  the  trustees,  or  by  the 
master  of  the  office,  produce  certificate  of  his  age,  and  also 
an  affivadit  thai  he  had  not  any  known  distemper  upon  him, 
and  that  he  was  in  averygood  state  of  health,  and  the  trustees 
should  have  power  to  refuse  the  person  if  it  appeared  he 
was  sickly  and  infirm,  or  did  not  produce  the  certificate, 
or  that  in  any  other  respect  he  was  not  qualified  for  mem- 
bership. Any  person  of  the  clergy  or  laity,  "excepting 
such  as  live  in  the  marshy  and  unhealthy  parts  of  England,'1 
might  be  admitted  by  proxy,  if  known  to  some  of  the 
trustees,  or  to  the  master  of  the  office,  or  to  some  two 
subscribers  or  substantial  housekeepers  living  within  the 
bills  of  mortality,  as  a  person  of  good  report;  also  not 
above  50  years  of  age,  as  also  a  certificate  signed  by  the 
ministers  of  three  neighboring  parishes,  testifying  that 
they  did  believe  him  to  be  in  health,  and  of  such  an  age  as 
he  declared  himself  to  be.  All  members  being  outside  the 
bills  of  mortality  to  have  a  proxy  to  pay  contributions 
and  quarterages. 

There  was  a  stringent  provision  against  personation, 
and  in  the  case  of  persons  who  had  become  members 
becoming  soldiers  and  dying  in  warfare,  or  dying  at  sea, 
or  in  foreign  parts,  all  interest  in  the  society  and  its  funds 
was  to  be  forfeited.  . 

There  were  well-considered  provisions  for  giving  notice 
of  and  getting  in  contributions.  On  the  death  of  any 
person  after  six  months'  membership,  the  master  to  be 
ordered  to  pay  £500,  abating  a  proportionate  amount  if 
there  were  not  the  full  2000  members;  also  deducting 
3  per  cent,  towards  defraying  charge  of  office.    The  master 
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of  the  office  to  settle  the  value  of  £1000  in  ground  rents 
as  guarantee  of  fidelity.  The  remuneration  of  the  master 
of  the  office  was  to  be  Is.  quarterly  from  each  subscriber, 
the  5*.  entrance  fee,  and  the  3  per  cent,  deduction  from 
the  death  claim. 

Any  subscriber  not  paying  contributions  within  seven 
days  after  notice  to  lose  all  benefit  in  his  previous  pay- 
ments, and  his  policy  to  be  canceled.  But  members  might 
by  a  deposit  of  money  provide  for  future  contributions 
and  have  account  rendered.  Subscribers  dying  by  hands 
of  justice  to  forfeit  all  contributions  made. 

Mr.  Stansfield,  the  master  of  the  office,  was  to  have 
full  power  to  control  the  office  and  regulate  the  staff;  also 
to  alter  the  regulations,  subject  to  the  approval  of  the 
trustees. 

The  number  of  subscribers  did  not  get  completed  very 
rapidly.  In  1704  there  were  600  members;  in  1705  there 
were  908;  in  1707  the  number  had  increased  to  1104;  and 
early  in  the  working  of  the  scheme  the  age  of  entry  was 
reduced  from  50  to  45.  Notice  of  the  change  was  given, 
with  this  further  condition:  "When  the  Society  shall 
consist  of  1200,  it  is  designed  to  be  reduced  to  40;  when 
of  1600,  to  35;  when  it  is  full,  U>  30  years  of  age/' 


This  was  the  first  of  the  mutual  contribution  life  offices. 
It  seems  desirable  to  call  attention  to  the  fact  that  all  the 
essential  conditions  of  life  assurance  were  here  provided 
for.  The  lives  were  to  consist  of  persons  in  good  health, 
and  not  over  a  specified  age;  persons  whose  social  position 
enabled  them  to  be  identified.  Military,  naval,  and  sea- 
faring risks  were  excluded,  and  also  deaths  by  the  hands 
of  justice.  There  was  to  be  a  probationary  period  (six 
months)  within  which  if  death  took  place  there  should 
be  no  claim.  This  last  regulation  was  to  compensate  for 
the  absence  of  medical  examination  —  a  practice  intro- 
duced at  a  later  date. 
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In  the  following  year  (1700)  the  same  Mr.  Stansfield 
founded  another  and  similar  association,  which  became 
designated  The  Second  Society  of  Assurance  for  Widows 
and  Orphans.  This  was  to  consist  of  1000  members  only, 
hence  the  sum  to  be  raised  on  each  death  could  not  exceed 
£250.  The  entrance  and  other  fees  were  to  be  less  than 
in  the  other  society.  No  claims  were  to  be  paid  until  . 
"there  be  actually  £250  in  the  joint  stock."  Operations  V 
were  not  to  commence  formally  until  there  were  600  sub- 
scribers. The  general  regulations  were  much  the  same 
as  in  the  former  case;  but  the  nominee  feature  was  ex- 
panded, by  adding  powers  for  changing  them,  etc.  The 
master  of  the  office  was  to  give  security  in  ground  rents 
to  the  value  of  £500,  to  secure  a  sum  sufficient  to  have 
always  £250  in  hand  to  pay  claims.  The  reasons  for 
starting  this  second  society  are  very  obscurely  stated  — 
for  instance,  it  was  started  to  be  a  means  to  help  to  fill 
up  the  first!  Strong  inducements  were  held  out  to  join 
early,  as  afterwards  the  younger  ages  would  be  selected 
in  preference  to  the  higher  ones.  It  was  thought  some 
would  join  both.  "The  first  society,  which  has  already 
made  a  considerable  progress,  has  supply'd  several  widows, 
and  is  ready  to  answer  all  claims  that  may  happen." 
Among  the  twelve  promoters  there  were  three  doctors  of 
divinity.  The  two  societies  worked  on  side  by  side  for 
some  years,  and  then  suddenly  disappeared  from  the 
scene  — eclipsed,  probably,  by  a  later  creation. 

We  now  arrive  at  the  period  of  the  formation  of  the 
fourth  mutual  contribution  life  office  established  in  London. 
This  was  designated  the  Amicable  Society  for  a  Perpetual 
Assurance;  and  it  was  destined,  if  not  to  be  perpetual,  to 
live  long  enough  to  become  famous.  It  differed  in  some 
material  respects  from  its  predecessors,  the  chief  dis- 
tinction being  that  the  contribution  to  its  funds  was  fixed 
at  £6  4s.  per  annum.  The  first  2000  members  to  pay, 
in  addition,  5s.  to  the  registrar  and  5s.  to  the  joint  stock 
of  the  office;   and  all  subsequent  members  were  to  pay 
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10a.  to  the  joint  stock.  The  founder  and  the  registrar  of 
the  society  was  John  Hartley;  and  he  was  to  receive,  per- 
manently, Is.  per  quarter  out  of  each  contribution. 

The  plan  of  working  was  this;  the  number  of  members 
was  to  be  2000.  Amongst  those  who  died  in  the  first 
year  one-sixth  of  the  total  contributions  was  to  be  divided ; 
in  the  second  year,  if  the  full  number  of  members  were 
enrolled,  £4000  was  to  be  divided;  in  the  third  year, 
£6000;  in  the  fourth,  £8000;  in  the  fifth,  £10,000;  and 
so  on  forever  afterwards  —  with  a  proportionate  reduc- 
tion if  the  full  number  of  members  were  not  enrolled. 
The  full  contribution  from  the  complete  roll  of  members 
would  be  £12,000  per  annum;  the  undivided  surplus  was 
to  accumulate  together  with  the  proceeds  from  the  sale 
of  annuities  — a  new  feature  in  life  assurance.  The  un- 
certain element  was  the  amount  that  would  be  realized 
for  the  fixed  contribution.  This  depended  entirely  upon 
the  number  of  deaths  during  the  year,  the  sum  appro* 
priated  for  annual  division  being  equally  divided  by  the 
number  of  deaths.  Each  person  had  an  interest,  there- 
fore, in  recommending  none  but  healthy  lives.  There 
was  no  limitation  of  age  for  membership  in  the  first  in- 
stance; but  the  court  had  the  power  of  rejection.  Can- 
didates for  admission  attended  before  the  committee,  and 
were  put  through  a  species  of  cross-examination  as  to 
health,  habits,  etc.  There  was  no  medical  examination. 
There  were  powers  to  change  nominees.  The  original 
subscribers  were  men  of  good  social  position,  and  by 
their  influence  obtained  in  the  following  year  a  charter 
of  incorporation  from  Queen  Anne.  This  charter  author- 
ized the  commencement  of  business  as  from  March  25, 
1706.  The  association  had  been  formed  in  the  preceding 
year. 

The  number  of  subscribers  during  the  first  year  was 
875,  of  whom  29  died — a  very  heavy  mortality;  only 
£875  was  divided,  the  proportion  of  each  being  therefore 
£30  3s.  8d.  only.    In  the  second  year  the  full  2000  sub- 
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scribers  were  enrolled,  96  died,  and  the  share  of  each  was 
£41  13s.  4d.  Third  year,  full  number  being  made  up  by 
new  entrants;  122  members  died,  and  the  £6000  divided 
gave  £50  3s.  6Jd.  per  share.  In  the  fourth  year  only  87 
deaths;  share  of  funds,  £91  19a.  0§d.  At  that  time  the 
accumulated  stock  had  reached  £25,000,  and  the  stipu- 
lated £10,000  was  henceforth  annually  divided  amongst 
the  nominees  of  deceased  members.     w . 

This  mode  of  working,  which  was  financially  safe,  con- 
verted the  society  into  a  species  of  mortuary  tontine, 
except  that  the  smaller  the  number  of  subscribers  dying 
in  each  year  the  better  for  their  nominees.  The  heavy 
mortality  of  the  first  three  years  — the  result  of  an  undue 
anxiety  to  fill  up  the  regulation  number  —  combined  with 
the  absence  of  limit  of  age  and  medical  selection,  caused 
the  speculation  to  be  a  very  poor  one  for  the  representatives 
of  those  who  died.  The  established  tariff  for  life  assurance 
amongst  the  underwriters  at  Lloyd's  and  elsewhere,  who 
undertook  life  risks,  was,  and  long  had  been,  £5  per  £100 
for  one  year;  here  they  had  paid  more  and  received  much 
less!  At  a  later  period,  the  age  of  membership  was  limited 
to  between  12  and  55  years  of  age. 

The  Amicable  had  no  sooner  become  established  than 
it  was  in  conflict  with  the  Society  of  Assurance  for  Widows 
and  Orphans.  It  was  one  of  those  open,  old-fashioned 
fights,  wherein  each  said  the  worst  it  could  of  its  oppo- 
nents, without  resorting  to  actual  abuse.  The  idea  of 
being  "perpetual"  was  greatly  ridiculed  by  the  earlier 
society.  "Perpetual  is  too  great  for  any  human  under- 
taking, and  especially  for  one  of  this  nature.  This  must 
be  granted  if  we  consider  the  frailties  and  vices  of  men, 
the  hazard  that  lies  in  employing  a  great  stock  in  order 
to  improve  it ;  the  tricks,  the  fraudulent  combinations  and 
practices  which  companies  and  societies  are  liable  to  when 
the  temptation  is  great."  Some  of  these  predictions  were 
in  part  realized  a  few  years  later  when,  in  1713,  Mr.  Hart- 
ley, the  principal  officer  of  the  society,  absented  himself 


\ 


\ 


LIFE  INSURANCE  IN  GREAT  BRITAIN  69 

with  some  £6500  of  its  funds.  This  event  caused  great 
inconvenience  and  loss  of  repute  to  the  society,  and  was 
not  its  only  early  misfortune.  It  turned  out  that  some 
portions  of  the  funds  of  the  society  were  invested  in  lot- 
tery tickets  in  (I  assume)  the  state  lotteries  of  1710  and 
1712.  Before  these  events,  in  1711,  several  of  the  policies 
of  the  society  were  offered  for  sale.  This  was  probably 
the  first  instance  of  the  sale,  or  attempted  sale,  of  a  life 
policy.  There  is  no  record  of  the  price  realized.  Later 
still,  insurance  brokers  advertised  that  they  desired  to 
buy  policies  in  the  society. 

It  is  not  my  purpose  to  follow  the  detailed  history  of 
this  association  through  the  entire  160  years  duringjwhich 
it  carried  on  business,  until  in  1866  it  was  merged  into 
the  Norwich  Union  life  Office,  under  the  authority  of 
Parliament.  The  idea  is  rather  to  trace  the  growth  of 
the  successive  institutions  founded  for  carrying  on  the 
business  of  life  assurance,  and  indicate  their  progressive 
and  fundamental  differences.  In  that  manner  the  growth  jt 
and  development  of  the  business  may  be  sufficiently  seen.  rz 
A 

In  1707  there  was  projected  by  Mr.  Charles  Povey  (a 
name  that  will  always  be  remembered  in  insurance  annals 
as  the  founder  of  the  Sun  Fire  Office,  and  the  advocate  of 
numerous  other  projects),  a  scheme  of  life  assurance,  under 
the  title  of  The  Proprietors  of  the  Traders9  Exchange  House. 

In  1708  elaborate  "  proposals "  were  put  forth  in  view 
of  establishing  a  "Perpetual  Assurance  Office,  by  a  volun- 
tary subscription  of  two  thousand  persons  who,  for  cer- 
tain annual  payments  into  a  joint  stock  during  their 
lives,  may  and  will  secure  to  themselves,  or  to  any  person 
or  persons  they  shall  name  (at  or  before  their  respective 
deaths),  such  advantageous  sum  or  sums  of  money  as  are 
hereafter  expressed." 

All  through  the  years  1708-20  the  newspapers  teemed 
with  advertisements  of  projected  schemes  of  insurance, 
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of  which  but  comparatively  few  addressed  themselves  to 
life  assurance  alone. 

The  year  1720  is  a  memorable  one  in  English  history. 
It  is  hardly  less  so  in  life  assurance  history.  An  atmos- 
phere of  speculation  had  pervaded  the  metropolis  from  the 
commencement  of  the  century.  In  the  crude  life  assur- 
ance project  of  1699  a  new  mode  of  aggregating  wealth 
had  been  propounded.  The  notion,  having  taken  hold 
of  the  public  mind,  was  skilfully  but  unscrupulously 
worked  by  projectors  of  new  schemes.  Each  year  more 
attractive  projects  were  put  forward.  The  very  unsound- 
ness of  the  schemes  enabled  unscrupulous  persons  to 
realize  promptly  by  putting  forward  for  assurance  un- 
healthy lives.  In  a  mutual  contribution  society,  the 
managers  have  no  special  reason  (apart  from  motives  of 
honor)  to  object  to  the  introduction  of  lives  of  the  worst 
class.  They  receive  the  entrance  fees  and  the  percentage 
deduction  from  the  claims;  the  more  that  enter,  the  more 
the  managers  make  personally,  as  the  subscribers  them- 
selves pay  the  claims;  the  more  claims  that  are  paid,  the 
more  rapidly  contributors  come  in.  Time  alone  can  dispel 
the  illusion. 

A  The  movement,  now  inaugurated,  of  founding  joint- 
ock  insurance  companies,  shows  that  the  earlier  system 
was  becoming  exploded.  The  merits  of  life  assurance 
were  growing  increasingly  apparent.  The  people  now 
said,  — give  us  solid  institutions  to  insure  in.  Hence  the 
two  projects  of  1719;  hence  also  several  other  attempts 
in  the  early  months  of  this  year:  for  instance, 

1.  A  Copartnership  for  Insuring  and  Increasing  Chil- 
dren's Fortunes,  held  at  the  Fountain  Tavern. 

2.  Symond's  Assurance  on  Lives. 

3.  Baker's  Second  Edition  of  Assurance  on  Lives. 
(The  first  was  a  scheme  of  annuities.) 

4.  Le  Bran's  Marriage  and  Widows'  Assurance  Company. 
Simultaneously  with  the  life  assurance  projects  here 

already  enumerated,  there  had  been  projected  hundreds 
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of  other  insurance  schemes  and  of  joint  stock  enterprises, 
altogether  apart  from  assurance,  almost  from  the  com- 
mencement of  the  century.  One  of  these  outside  projects 
— outside  insurance,  I  mean  — was  the  South  Sea  Com- 
pany, founded  in  1710,  for  the  assumed  purposes  of  trade 
and  emigration.  The  stock  in  this  company  became  a 
favorite  one  with  speculators,  and  had  gradually  risen 
to  an  enormous  degree  of  inflation  from  par  (£100)  to 
over  £800.  Many  circumstances  seem  to  point  to  the 
fact  that  money  made  in  insurance  projects  passed  into 
South  Sea  stocks,  certainly  some  of  the  young  assurance 
offices  invested  their  members'  money  in  these  stocks,  and 
advertised  that  they  had  done  so.  I  am  disposed  to  think 
that  the  promises  of  some  of  the  later  assurance  societies 
enumerated  were  founded  upon  the  results  of  past  opera- 
tions, and  a  belief  that  such  opportunities  would  be  con- 
tinued. To  what  precise  extent  the  various  projects  of 
this  eventful  period  were  interlaced,  it  is  now  impossible 
fully  to  unravel.  Certain  it  is  that  with  the  bursting  of 
the  South  Sea  bubble  every  one  of  the  life  assurance  pro- 
jects of  which  I  have  already  given  a  record,  with  the 
single  exception  of  the  Amicable  (1706),  passed  into  thin 
air  and  were  heard  of  no  more. 
\Xj  By  way  of  adding  to  the  confusion  of  the  period  (al- 
^though  not  so  intended)  there  came  the  passing  of  the 
"Bubble  Act"  —6  George  I,  Chapter  18  —"An  Act  fop^ 
the  Suppression  of  Bubble  Companies,"  which  recited 
(Section  18),  "Whereas  it  is  notorious  that  several  under- 
takings or  projects  of  different  kinds  have  at  some  time  or 
times  since  24  June,  1718,  been  publicly  contrived  and 
practiced,  or  attempted  to  be  practiced  within  the  City 
of  London  and  other  parts  of  the  kingdom  and  also  in 
Ireland,  and  other  His  Majesty's  Dominions,  which  mani- 
festly lend  to  the  common  grievance,  prejudice,  and  in- 
convenience of  great  Nos.  of  your  Majesty's  Subjects,  in 
their  trade  or  commerce  and  other  their  affairs;  and  the 
persons  who  contrive  or  attempt  such  dangerous  and  mis- 
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chievous  undertakings  or  projects  under  pretence  of  the 
public  good,  do  presume  according  to  their  own  devices 
to  open  books  for  public  subscriptions,  and  draw  in  many 
unwary  persons  to  subscribe  therein,  towards  raising  great 
sums  of  money;  .  .  .  and  whereas  in  many  cases  the 
said  undertakers  or  subscribers  have  since  the  said  24  June, 
1718  presumed  to  act  as  if  they  were  corporate  bodies,  and 
have  pretended  to  make  their  shares  or  stocks  transferable 
or  assignable,  without  any  legal  authority  either  by  Act  of 
Parliament,  or  by  any  Charter  from  the  Crown  for  so 
doing.  .  .  ."  It  was  therefore  enacted  that  all  such 
undertakings  and  all  subscriptions  thereto  should,  from 
and  after  24  June,  1720,  be  deemed  illegal  and  void.  The 
effect  of  this  measure  was  to  kill  the  more  solid  of  the 
later  insurance  associations  —  those  that  had  a  capital 
at  their  back  —  in  favor  of  other  weaker  associations 
which  had  no  legal  status  to  support  them,  and  which 
would  almost  necessarily  succumb  in  the  panic  which 
prevailed. 

I  have  tried  to  estimate  the  extent  of  the  dealings  of 
the  many  mutual  contribution  life  assurance  offices  which 
passed  out  of  sight  in  the  year  1720.  It  is  not  possible 
to  define  the  amount  of  assurances  they  had  in  force. 
That  in  the  nature  of  the  case  was  always  an  unknown 
quantity.  We  can  only  estimate  the  aggregate  of  the 
contributions,  as  against  the  aggregate  returns  made  by 
the  offices  to  their  subscribers;  the  balance  constitutes 
the  loss  to  the  public.  There  had  probably  been  some 
fifty  life  assurance  schemes  set  on  foot  between  1699  and 
1720.  Of  about  forty  of  these  I  have  already  given  a 
more  or  less  detailed  account.  Some  "entered  lives" 
by  thousands,  and  others  by  hundreds  only.  Some  lived 
for  many  years,  others  for  very  few.  If  we  estimate  the 
average  duration  to  have  been  five  years,  and  the  average 
receipts  in  the  way  of  entrance  payments,  contributions 
towards  claims  and  to  the  management,  at  £5000  each  (a 
very  small  estimate  in  view  of  scattered  facts  learned 
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during  my  investigations),  we  have  a  total  of  £250,000  — 
which>  at  the  current  rate  of  £5  per  £100,  would 
have  insured  five  millions  sterling.  Probably  two-fifths, 
£100,000,  of  the  contributions  had  been  returned  in 
the  way  of  claims,  etc.,  leaving  the  loss  to  the  public  at 
£150,000. 

We  commence  our  third  epoch  with  the  year  1721,  and 
with  the  fact  that  there  was  at  that  period  but  one  life 
assurance  office  in  existence  in  Great  Britain  — the  Ami- 
cable, founded  1706.  That  too,  so  far  as  we  have  the  means 
of  knowing,  was  the  only  life  assurance  association  in  the 
world.  It  was  very  defective  in  its  mode  of  working,  at 
the  best;  but  it  stood  alone.  The  society  had  at  this  date 
an  accumulated  fund  of  about  £50,000;  it  had  distributed 
in  death  claims  £118,000.  Thus  it  had  obtained  a  solid 
hold  upon  public  confidence,  but  I  suspect  its  business 
suffered  considerably  from  the  general  shock  to  public 
credit.  The  days  of  mutual  contribution  life  assurance 
associations,  as  such,  were  gone  forever  in  England.  This 
society  had  to  take  steps  to  mitigate  the  element  of  uncer- 
tainty, or  it  would  most  probably  Jhave  died  out.  Solidity 
was  now  the  one  thing  sought  for. 

The  solitary  survivor  was  not  long  to  remain  in  undid-  ^ 
turbed  possession  of  the  field.  In  the  June  of  the  pre- 
ceding year  there  had  been  founded,  under  very  special 
circumstances,1  two  powerful  corporations  for  the  trans- 
action of  marine  insurance  business  —  the  London  Assur- 
ance Corporation,  and  the  Royal  Exchange  Assurance 
Corporation.  On  the  29th  April,  this  year  (1721),  they 
each  obtained  additional  legal  powers,  whereby  they  were 
enabled  to  accept  life  assurance  risks,  on  the  ground  that 
it  had  been  found  advantageous  for  persons  having  offices 
and  employments  to  effect  assurances  on  their  own  lives 
and  those  of  others. 

Each  of  these  corporations,  under  the  powers  of  their 
additional  charters,  commenced  to  issue  life  policies. 

1 1  do  not  recount  the  circumstances  here;  they  are  so  widely  known. 
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Life  assurance  as  a  domestic  institution,  if  not  actually 
killed  by  the  events  of  1720,  was  thrown  back  at  least  one 
full  generation.1 

1  The  subsequent  history  of  life  insurance  in  Great  Britain  is  closely 
associated  with  the  development  of  insurance  mathematics  and  mor- 
tality tables,  subjects  which  are  treated  below  in  Chapters  VII  and 
VIII.  W.  H.  P. 


CHAPTER  VI 

HISTORY  07  LIFE  INSURANCE  IN  THE  UNITED  8TATES  * 

The  colonists  who  settled  America  were  doubtless  some- 
what familiar  with  the  practice  of  insurance  as  it  was  then 
carried  on  in  Europe.  But  at  the  time  when  America 
was  first  settled,  of  the  different  kinds  of  insurance,  even 
in  Europe,  marine  insurance  was  the  only  kind  which  had 
been  carried  on  to  such  an  extent  as  to  be  really  called  a 
business,  and  even  with  this  it  was  a  full  century  after  the 
landing  of  the  Pilgrims  that  the  first  corporations  were 
chartered  in  England  whose  purpose  was  to  insure  against 
the  perils  of  the  sea.  Fire  insurance  as  a  business  was 
just  taking  form  in  Europe  at  the  beginning  of  the  seven- 
teenth century,  and  life  insurance  did  not  develop  on  a 
sound  basis  until  the  American  colonies  had  been  settled 
for  a  century  and  a  half. 

If  such  were  the  situation  in  Europe  in  regard  to  insur- 
ance, we  should  expect  to  find  during  most  of  the  colonial 
period  of  American  history  insurance  playing  but  a  small 
part.  As  shipping  increased,  marine  insurance  developed 
somewhat,  mostly  carried  on  by  a  method  of  inter-insur- 
ance between  merchants,  and  all  of  it  by  means  of  indi- 
vidual underwriters,  that  is,  instead  of  a  policy  being 
written  by  a  corporation,  it  would  be  written  by  one  or 
more  individuals.  This  was  commonly  done  in  England 
even  upon  exports  from  this  country,  but  that  there  was 
some  underwriting  of  marine  risks  in  America  is  evidenced 
by  the  fact  that  a  public  insurance  office,  which  in  the 

1  By  Lester  W.  Zartman,  1909. 
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language  of  the  time  meant  an  office  where  insurance  might 
be  effected  through  the  medium  of  a  broker  whose  function 
was  to  obtain  individual  underwriters}  was  opened  in 
Philadelphia  in  1721.  Though  most  of  the  underwriting  ^ 
continued  to  be  done  in  Europe,  yet  all  during  the  eigh- 
teenth century  these  public  insurance  offices  could  be  found 
in  the  larger  coast  cities. 

There  was  some  life  insurance  business  done  in  the  first 
century  and  a  half  of  our  colonial  existence,  but  it  was  of 
the  nature  of  marine  insurance  rather  than  of  an  inde- 
pendent growth.  All  such  policies  on  lives  as  were  in 
existence  were  written  by  the  public  insurance  offices 
which  existed  primarily  to  write  marine  policies.  People 
had  not  yet  realized  that  life  insurance  could  be  developed 
as  a  regular  business,  covering  all  the  contingencies  to 
which  life  is  subject.  Therefore  so  far  as  any  trace  can 
be  found  of  life  insurance  during  the  colonial  period  of  our 
history,  it  is  found  in  connection  with  what  were  then  con- 
sidered extraordinary  risks.  If  a  merchant  contemplated 
a  voyage  to  Europe,  or  to  the  West  Indies,  or  a  journey 
to  the  frontier  regions  of  the  West,  he  was  likely  to  secure 
a  policy  of  life  insurance.  There  were  no  companies  from 
which  a  policy  could  be  secured  and  the  common  method 
was  to  have  a  number  of  men  in  the  community  agree  to 
share  the  risk.  The  policies  were  written  usually  for  not 
longer  than  one  year.  Since  the  risk  of  death  from  a  sea 
voyage  corresponded  closely  to  the  hazards  of  the  ship  in 
which  the  merchant  sailed,  the  rate  charged  corresponded 
to  the  rate  then  usually  charged  for  marine  insurance,  5 
per  cent,  of  the  amount  insured. 

As  an  example  of  one  of  these  policies,  we  have  recorded 
the  following  written  upon  the  life  of  one  Benjamin  Lin- 
coln, of  Boston:  "Insurance  is  hereby  made  by  Benjamin 
Lincoln,  Esq.,  on  his  Natural  life,  aged  about  fifty-six 
years,  for  and  during  the  space  of  twelve  Kalender  months, 
to  Commence  from  the  date  hereof.  .  .  .  and  we  the  As- 
surers do  agree  that  the  life  of  the  said  Benjamin  Lincoln 
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shall  be  rated  at  the  sum  of  one  Thousand  pounds  lawfull 
money.  .  .  .  For  which  we  have  received  the  premium 
due  us  of  five  pounds  per  cent.  ...  In  case  he  shall  dur- 
ing the  said  Term  happen  to  die,  then  we  will  well  and 
Truly  pay  unto  his  heirs,  the  Sums  we  have  hereunto 
Subscribed." 

>  The  first  definite  step  in  America  toward  the  establish- 
ment of  insurance  as  a  business  was  the  organization  of  a 
fire  insurance  company  in  Philadelphia  in  1752.  In  1748 
a  fire  had  occurred  in  London  destroying  some  200  houses. 
This  fire  seems  to  have  directed  the  attention  of  one  of  the 
Philadelphia  marine  underwriters  towards  London  fire 
insurance.  Just  who  worked  out  the  plan  of  organiza- 
tion of  the  new  company  is  not  known.  Before  any  public 
mention  of  the  company  had  been  made,  the  project  had 
received  the  approval  of  the  Lieutenant-Governor  of  the 
Colony,  and  that  most  distinguished  citizen  of  Philadelphia, 
Benjamin  Franklin.  The  first  manifest  incident  was  the 
appearance  of  an  advertisement  in  the  Philadelphia  Gazette 
of  February  18, 1752,  asking  all  persons  inclined  to  subscribe 
to  the  articles  of  insurance  on  houses  from  fire  to  appear 
at  the  Court  House. 

A  charter  was  obtained  from  the  Pennsylvania  govern- 
ment. The  new  company  was  called  the  "Philadelphia 
Contributionship  for  the  Insurance  of  Houses  from  Loss 
by  Fire."  This  first  American  insurance  company  was 
organized  on  the  mutual  basis.  Organized  by  public- 
spirited  men  to  protect  the  citizens  of  Philadelphia,  it 
never  changed  its  original  purposes  and  still  survives, 
thanks  to  the  fact  that  Philadelphia  has  never  suffered 
from  a  disastrous  conflagration,  the  oldest  fire  insurance 
company  in  America. 

It  was  seven  years  after  the  first  fire  insurance  company 
came  into  existence  in  America  that  the  first  life  insurance 
company  had  its  origin.  In  1759  the  Presbyterian  synods 
of  New  York  and  Philadelphia  procured  a  charter  from 
the  proprietary  government  of  Pennsylvania  for  a  corpo- 
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ration  whose  purposes  were  fully  expressed  in  its  title, 
"A  Corporation  for  the  Relief  of  Poor  and  Distressed 
Presbyterian  Ministers  and  of  the  Poor  and  Distressed 
Widows  and  Children  of  Presbyterian  Ministers."  This 
institution,  which  has  become  a  life  insurance  company, 
the  oldest  now  existing,  was  a  growth,  not  a  creation  of 
one  year.  A  fund  had  previously  existed  in  aid  of  the 
poorly  supported  clergy,  and  the  ministers  had  expressed 
a  wish  that,  by  some  fund,  like  payment  could  be  granted 
to  their  surviving  wives  and  children.  Donations  had  been 
received  from  Great  Britain  as  well  as  from  America  for 
this  purpose.  The  intention  in  organizing  the  corporation 
was  to  provide  for  systematic  relief  of  unfortunate  clergy- 
men by  more  systematic  contributions.  It  was  not 
expected  that  the  clergy  would  contribute  the  full  amount 
of  funds  necessary  to  provide  for  the  benefits  promised, 
but  that  outside  contributors  would  still  aid.  Under 
such  circumstances  it  was  not  likely  that  much,  if  any, 
attention  was  given  to  the  principles  of  scientific  life  in- 
surance. That  attention  could  not  have  been  given  to 
these  principles  seems  evident,  since  it  was  not  until  three 
years  later  that  the  first  life  insurance  company  in  England 
was  organized  along  sound  lines.  Although  the  organizers 
of  this  Presbyterian  corporation  knew  little  of  the  science 
of  life  insurance,  the  company  survived  its  early  mis- 
takes, changed  its  plans  when  the  principles  of  life  insur- 
ance did  become  known,  and  still  prospers  in  a  humble  . 
way.  '/s 

Since  so  much  of  historic  importance  centers  around 
this  old  company,  it  is  interesting  to  note  some  of  the  pro- 
visions of  its  first  plan  of  agreement.  It  was  provided  that: 

"1.  The  yearly  amount  of  the  contributions  shall  be 
two  pounds,  three  pounds,  four  pounds,  five  pounds,  six 
pounds,  or  seven  pounds,  current  money  of  Pennsylvania; 
and  that  the  respective  amounts  to  be  paid  to  the  widows 
and  children  of  the  contributors,  be  ten  pounds,  fifteen 
pounds,  twenty  pounds,  etc.,  respectively:   and  that  no 
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alteration  be  ever  made  in  the  rates  but  that  every  con- 
tributor abide  by  the  rate  he  first  chooses. 

"3.  That  no  annuity  be  transferable  or  liable  to  be  sold; 
inasmuch  as  that  practice  would  frustrate  the  very  end 
of  the  charter,  and  of  the  pious  contributions  for  this 
purpose. 

"5.  That  every  contributor  at  his  marriage  and  as 
often  as  that  happens  shall  pay  one  year's  rate  extraor- 
dinary as  he  thereby  makes  the  chance  worse,  by  bring- 
ing, in  general,  a  younger  widow  upon  the  fund. 

"8.  That  the  contributor's  widow,  if  there  be  no  chil- 
dren, shall  be  entitled  to  her  whole  annuity  during  her 
widowhood,  but  to  no  more  than  half  the  annuity  after 
her  marriage,  during  her  natural  life. 

"9.  That  if  there  be  a  child,  or  children,  and  no  widow, 
it,  or  they,  shall  be  entitled  to  the  whole  annuity  for  thir- 
teen years  after  the  father's  decease  and  no  longer." 

Ten  years  later,  the  clergymen  in  the  communion  of  the 
Church  of  England  in  America,  of  New  York,  New  Jersey, 
and  Pennsylvania,  organized  companies  in  each  colony, 
similar  to  the  one  already  existing  among  the  Presbyterian 
ministers.  There  were  to  be  contributions  by  the  minis- 
ters and  the  churches,  as  well  as  by  charitably  disposed 
persons.  During  the  American  Revolution  the  preserva- 
tion of  the  funds  held  by  the  Episcopal  corporation,  as 
well  as  those  held  by  the  Presbyterians,  was  an  object  of 
solicitude.  This  anxiety  was  justified  by  the  outcome, 
for  the  New  Jersey  fund  was  lost  —  the  New  Jersey  treas- 
urer, a  royalist,  left  the  country,  taking  the  funds  with 
him.  After  the  war  the  Episcopal  companies  fell  largely 
into  inactivity.  In  1797  the  State  of  Pennsylvania  passed 
an  act  authorizing  a  complete  separation  of  the  Penn- 
sylvania members  from  the  New  York  and  New  Jersey 
.companies,  and  the  reorganized  Pennsylvania  company 
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entered  upon  a  long  career,  confining  its  activities  to  insur- 
ing only  ministers  of  the  Episcopal  denomination  in  the 
State  of  Pennsylvania. 

These  two  denominational  corporations,  half  insurance, 
half  charitable  institutions,  form  the  transition  stage  in 
American  life  insurance  from  insurance  by  individual 
underwriters  to  insurance  by  corporations  on  a  business 
basis  solely.  A  beginning  in  life  insurance  had  been 
made,  but  progress  was  slow  for  almost  another  century. 
Apart  from  annuity  contracts,  it  is  probable  that  there 
were  not  a  hundred  policies  in  force  in  the  United  States 
on  the  risk  of  life  at  the  beginning  of  the  nineteenth  cen- 
tury. 

The  Insurance  Company  of  North  America  was  chartered 
by  Pennsylvania  in  1794  to  do  a  general  insurance  business, 
including  the  insuring  of  lives.  But  by  1799  it  had  not 
written  over  half  a  dozen  policies  of  life  insurance  and 
in  less  than  a  decade  had  given  up  this  branch  of  the  busi- 
ness entirely. 

That  life  insurance  did  not  prosper  in  the  United  States 
during  the  eighteenth  century,  and  for  some  time  during 
the  succeeding  century,  is  not  strange.  Life  insurance  can- 
not be  successfully  prosecuted  in  any  country  which  is 
subject  to  serious  fluctuations  in  the  death  rate.  In 
Europe  life  insurance  developed  slowly  because  of  the  ter- 
rible plagues  which  swept  over  the  country.  It  developed 
slowly  in  the  United  States  for  much  the  same  reason. 
The  cities  in  the  United  States  during  their  early  history 
suffered  seriously  from  epidemics.  Philadelphia  and  New 
York  had  many  visitations  of  different  diseases.  Small- 
pox was  a  recurring  epidemic.  In  1741  an  unknown 
disease  carried  off  5  per  cent,  of  the  population  of  Phila- 
delphia, in  1746  diphtheria  caused  wide-spread  terror,  in 
1756  small-pox  was  prevalent  again,  and  in  1776  small- 
pox took  8  per  cent,  of  the  population  of  that  city. 
So  late  as  1805  the  deaths  from  yellow  fever  added  50 
per  cent,  to  the  normal  death  rate  in  Philadelphia.    Much 
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as  is  now  known  about  life  insurance,  it  is  doubtful  if 
life  insurance  could  flourish  under  such  conditions.  In 
fact  there  are  considerable  areas  in  the  United  States  to- 
day in  which  the  best  companies  refuse  to  write  any  policies. 
*  Soon  after  1800,  however,  there  began  to  be  some  active 
interest  shown  in  life  insurance  covering  the  whole  of  life. 
Level  premium  life  insurance  had  now  been  in  operation  in 
England  for  more  than  a  generation.  Some  correspond- 
ence had  taken  place  between  people  in  the  States  and 
the  English  life  insurance  companies.  Early  in  1807  the 
Pelican  Life  Insurance  Company  of  London  established  an 
office  in  Philadelphia.  In  various  sections  of  the  country 
the  idea  of  insurance  was  penetrating  from  England. 
Already  an  association  called  the  "Pennsylvania  Company 
for  the  Insurance  on  Lives"  was  projected,  and  while  the 
project  matured  slowly,  it  was  in  readiness  for  formal 
organization  late  in  1809.  The  organization  of  this  com- 
pany marks  the  beginning  of  life  insurance  in  the  United 
States  upon  a  business  basis.  This  company  was  capital- 
ized at  $500,000.  The  policy  forms  were  copied  from 
those  in  use  in  England  and  the  rates  charged  were  those 
charged  by  the  London  companies,  reused  in  some  localities 
to  offset  what  was  considered  a  heavier  mortality  rate. 

In  1818  the  Massachusetts  legislature  chartered  the 
Massachusetts  Hospital  Life  Insurance  Company.  This 
was  a  stock  company  capitalized  at  $500,000  and  em- 
powered to  do  a  life  insurance  and  trust  business.  One 
feature  of  the  charter  provisions  should  be  carefully  noted. 
The  corporation  was  required  to  pay  the  Massachusetts 
Hospital  one-third  of  the  net  profits  on  its  life  business 
after  deducting  legal  interest  on  its  paid-up  capital,  and 
the  same  requirement  was  to  be  imposed  upon  any  other 
life  company  that  should  be  chartered.  The  reason  back 
of  the  provision  was  evidently  the  belief,  a  belief  all  too 
prevalent  yet,  that  life  insurance  is  an  especially  profitable 
business,  and  that  for  the  privilege  of  doing  business  the 
company  ought  to  pay  liberally  to  the  state.    The  result 
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of  this  charter  provision  was  twofold  —  the  company  did 
very  little  life  insurance  business,  and  no  other  life  insur- 
ance companies  were  organized  in  Massachusetts  for 
twenty  years. 

The  next  company  organized  to  do  a  life  insurance  busi- 
ness was  the  New  York  Life  Insurance  and  Trust  Company. 
Chartered  in  1830,  it  issued  during  the  first  nine  years  of 
its  existence  nearly  two  thousand  policies.  It,  too,  was 
a  stock  company  with  a  capital  of  a  million  dollars. 

Several  characteristics  are  common  to  all  three  of  these 
first  corporations  organized  in  America  to  furnish  life 
insurance.  All  were  stock  companies  with  large  capitaliza- 
tion; all  were  chartered  to  do  two  kinds  of  business,  life 
insurance  and  trust  business;  all  have  given  up  the  issue 
of  life  insurance  policies  and  all  survive  as  prominent 
trust  and  banking  companies  in  the  cities  where  they  were 
first  chartered. 

Witt  the  chartering  of  the  New  England  Mutual  ^Life 
Insurance  Company  by  Massachusetts  in  1835,  and  the 
Girard  Life  and  Trust  Company  by  Pennsylvania  in  the  fol- 
lowing year,  a  new  era  in  life  insurance  history  in  the 
United  States  began.  So  far,  outside  of  the  half  charitable 
plans  of  the  Presbyterian  and  Episcopal  corporations 
already  noticed,  all  life  insurance  was  being  conducted  on 
the  stock  plan.  News  of  the  great  success  of  the  Equitable 
of  England  began  to  be  known  in  America.  Even  the  stock 
companies  were  advertising  this  success  as  a  means  of  in- 
ducing people  to  take  out  life  insurance.  Thus  in  1830, 
in  the  so-called  "proposals"  which  the  Massachusetts 
Hospital  Life  sent  out,  it  is  stated:  "Life  insurance  has 
increased  very  much  in  England  during  the  last  forty  or 
fifty  years.  .  .  .  The  Equitable  Society  in  London,  in  the 
course  of  twenty  years  from  the  year  1800,  made  insur- 
ance on  151,754  lives,  being  more  than  7500  policies  exe- 
cuted annually  by  that  single  office." 

The  Equitable  was  a  mutual  company,  that  is,  a  corpo- 
ration without  capital  stock.    Every  policy-holder  was  a 
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member  and  shared  in  the  profits  which  were  made.  With 
the  constant  attention  which  was  now  being  directed  to  the 
Equitable,  it  would  have  been  strange  if  a  company  had 
not  been  organized  in  America  on  a  similar  plan,  ""the 
New  England  Mutual  Life  Insurance  Company  of  Boston 
was  chartered  by  Massachusetts  in  1835  to  emulate  the 
Equitable  of  London.  But  the  Massachusetts  legislature 
was  afraid  of  a  mutual  company  without  capital,  and  so 
provided  that  the  organizers  of  this  company  should  fur- 
nish $100,000  of  guarantee  capital  which  later  was  to  be 
refunded.  This  made  it  difficult  to  complete  the  organiza- 
tion of  the  company,  and  it  was  not  until  1843  that  the 
company  commenced  to  write  insurance.  In  the  mean- 
time, it  happened  that  a  stock  company  took  the  first  real 
step  towards  the  adoption  of  the  mutual  principle.  The 
Girard  Life  and  Trust  Company  of  Philadelphia,  organized 
in  1836,  while  holding  to  joint  stock  management,  made 
provision  whereby  the  profits  of  the  business  might  be 
shared  with  the  policy-holders.  In  1844,  in  accordance  with 
its  promise,  it  declared  its  first  dividend.  The  plan  proved 
so  popular  and  the  Girard  prospered  so  much  that  its 
competitor,  the  Pennsylvania  Company,  announced  that 
thereafter  all  premiums  for  one  or  more  years  of  insurance 
would  entitle  the  policy-holder  to  a  credit  of  one-half  the 
profits. 

t  Once  started,  the  mutual  plan  of  life  insurance  spread 
rapidly.  The  time  was  opportune.  The  conflagration  of 
1835  in  New  York  had  ruined  many  of  the  stock  fire  in- 
surance companies,  and  a  large  number  of  mutual  com- 
panies had  been  organized  to  furnish  fire  insurance.  Until 
the  next  conflagration  in  1845  they  had  a  very  successful 
existence.  In  marine  insurance,  the  mutual  plan  was 
proving  equally  successful.  If  the  mutual  plan  was  suc- 
cessful in  furnishing  fire  and  marine  insurance,  why  should 
it  not  also  be  successful  in  the  field  of  life  insurance? 
Furthermore  there  was  the  known  success  of  the  mutual 
companies  in  England.    The  American  stock  companies 
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had  recognized  this  success  and  were  granting  one-half  r 
the  profits  to  the  policy-holders.    If  a  mutual  company 
were  organized,  the  policy-holders  could  get  all  the  profits. 
The  time  was  ripe  for  the  spread  of  the  mutual  system. 

In  1842  the  Mutual  Life  of  New  York  was  organized. 
In  1843  the  New  England  Mutual  completed  its  organiza- 
tion. In  1845  the  Mutual  Benefit  of  New  Jersey  was 
chartered.  In  the  same  year  th^  New  York  Life  Insur- 
ance Company  succeeded  in  fulfilling  the  requirements 
which  the  legislature  had  laid  down  as  prerequisite  for 
organization. 

With  the  formation  of  these  companies  begins  the  great 
development  of  life  insurance  in  the  United  States,  a  de- 
velopment which  has  resulted  in  a  larger  per  capita  amount 
of  insurance  in  force  in  the  United  States  than  is  found  in 
any  other  country  in  the  world.  Interesting  it  is  to  trace 
the  spread  of  insurance  at  that  time  over  the  country. 
-With  the  formation  of  more  companies,  competition  for 
business  began.  The  three  early  stock  companies  had 
been  content  with  such  business  as  had  come  unsolicited 
to  the  office.  Under  competitive  conditions,  the  com-  ^ 
panies  began  to  appoint  men  in  different  cities  to  solicit 
life  insurance  as  a  side  issue  to  their  other  work.  Minis- 
ters, teachers,  and  lawyers  were  appointed  agents  and 
given  a  small  commission.  With  agents  soliciting  business, 
more  people  began  to  be  interested  in  life  insurance.  As 
they  became  interested  they  wondered  why  a  local  com- 
pany could  not  be  organized.  Thus  it  was  that  life  in- 
surance was  spread  over  the  country.  Take,  for  instance, 
the  manner  in  which  life  insurance  started  in  Connecticut. 
The  Mutual  Benefit  appointed  an  agent  in  Hartford  in 
1846.  An  active  campaign  for  policy-holders  was  inaugu- 
rated. The  idea  of  life  insurance  was  so  new  that  wide 
attention  was  given  to  it  in  a  way  little  understood  at 
present.  Public  meetings  were  held  to  discuss  the  ques- 
tion. All  at  once  the  novelty  of  life  insurance  became 
the  talk  of  the  town.    The  Mutual  Benefit  agent  did  a 
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large  business.  The  thought  struck  some  Hartford  busi- 
ness men  that  they  could  as  well  organize  a  home  com- 
pany.   In  February,  1846,  the  agent  had  been  appointed 

|        for  the  Mutual  Benefit;  three  months  later  the  Connecticut 
i  \   \  !         legislature  chartered  the  Connecticut  Mutual  Life  Insur- 

V         ance  Company. 

The  stock  companies  had  opposed  the  chartering  of 
mutual  companies  on  the  ground  that  the  mutual  system 

^  was  insecure,  and  that  already  sufficient  facilities  were 
available  for  furnishing  life  insurance.  Once  the  mutual 
companies  were  organized,  they  soon  drove  the  stock 
companies  out  of  the  life  insurance  field.    In  1847  one 

^\  more  mutual  company  was  organized.  In  1848  three 
more,  in  1849  two,  in  1850  four  mutual  life  insurance 
companies  came  into  being.  In  1851  three  more  mutuals 
were  organized,  in  1852  two  mutuals,  in  1853  three  mu- 
tuals, in  1854  two  mutuals,  and  so  on  until,  by  1860,  thirty- 
four  companies  had  been  organized  to  do  a  life  insurance 
business  on  either  the  strictly  mutual  plan  or  on  a  plan 
whereby  all  but  a  limited  amount  of  profits  were  to  go  to 
the  policy-holders. 

In  1843  the  ten  life  companies  then  in  existence  did  not 
have  over  six  and  one-half  million  dollars  of  insurance  in 
force.  By  the  end  of  1860  this  amount  had  increased  to 
one  hundred  and  sixty  million  dollars. 

Rapid  as  was  this  growth  in  the  insurance  business 
from  the  successful  organization  of  mutual  companies  in 
1843  to  1860,  it  was  but  the  beginning  of  one  of  the  most 
interesting  periods  in  any  life  insurance  history.  With 
the  outbreak  of  the  Civil  War  there  were  grave  doubts 
among  the  managers  of  the  companies  as  to  its  effect  upon 
their  business.    A  large  territory  was  cut  off  from  com- 

i       munication  and  thousands  of  men  were  going  into  a  hazard- 

f    ous  occupation.    The  result  was  not  what  was  expected. 

Life  insurance  business  prospered  as  it  had  never  prospered 

before.     During  1862,  as  well  as  during  each  of  the  two 

succeeding  years,  three  new  life  insurance  companies  were 
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organized.  In  the  closing  year  of  the  war  nine  new  com- 
panies were  organized,  and  in  the  following  year  thirteen 
more  were  brought  into  the  field,  thus  almost  doubling  in 
two  years  the  number  of  life  insurance  corporations.  Still 
greater  growth  came.  In  1867  nineteen  more  companies 
were  organized,  in  1868  nineteen  again,  and  in  1869,  which 
saw  the  end  of  the  movement,  eleven  more. 

Thirty  years  earlier  life  insurance  had  been  represented 
by  a  few  stock  companies,  writing  a  small  amount  of  in- 
surance each  year.  At  the  close  of  1869  there  were  one 
hundred  and  ten  life  insurance  corporations  in  the  United 
States  actively  competing  for  business.  The  amount  of 
insurance  in  force  had  increased  to  nearly  a  billion  and  a 
half  dollars. 

The  tremendous  development  which  took  place  so  sud- 
denly in  American  life  insurance  has  never  been  satis- 
factorily explained.  Men  who  witnessed  it  were  puzzled 
at  the  rapidity  with  which  the  growth  took  place.  Un- 
doubtedly there  were  a  number  of  contributing  causes. 
Chief  among  these  causes  was  the  newness  of  the  idea, 
and  the  almost  universal  ignorance  even  among  those  who 
were  in  control  of  the  companies  as  to  the  basic  principles 
of  the  business.  False  assumptions  were  made  in  con- 
ducting the  business  and  deceitful  results  followed.  In  the 
first  place,  actuarial  science  had  so  little  developed  in 
America  that  few  people  knew  that  when  a  company 
insures  a  number  of  people  for  life,  charging  the  same 
premium  for  each  year  of  life,  that  the  company  must 
save  something  out  of  the  first  year's  premiums  in  order 
to  pay  the  heavier  losses  that  are  sure  to  come  as  the 
group  becomes  older.  It  was  generally  understood  by 
this  time  that  the  risk  of  death  increased  somewhat  with 
increased  age,  but  how  much  it  increased,  and  what  pro- 
vision should  be  made  for  the  greater  hazard,  was  not 
known  except  by  a  very  few. 

The  early  American  companies  were  simple  imitations 
of  the  London  Equitable.    That  company  had  prospered 
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for  nearly  a  century,  therefore  its  plans  must  be  sound. 
Its  plans  were  good,  and  if  the  American  companies  had 
followed  the  Equitable  in  all  things,  many  of  their  mistakes 
would  not  have  been  made,  and  part  of  the  speculative, 
feverish  growth  in  life  insurance  might  have  been  pre-  m 

vented.  But  the  imitation  of  the  London  Equitable  was  V  /fc  I 
only  partial.  The  Equitable  was  charging  excessively  high 
rates  for  insurance.  American  managers  understood  that 
the  rate  of  interest  entered  into  the  computation  of  the 
premium;  the  higher  the  rate  of  interest  that  could  be  real- 
ized, the  lower  the  premium  might  be.  As  the  interest 
rate  was  much  higher  in  the  United  States  than  in  Eng- 
land, so  premiums  for  insurance  might  be  less.  Thus  while 
the  London  Equitable  was  charging  $40  per  $1000  of 
insurance  at  age  30,  the  highest  premium  charged  by  any 
American  mutual  office  was  $23.60. 

These  rates  charged  by  the  American  companies  were 
adequate  if  other  mistakes  had  not  been  made.  But  with 
rates  scarcely  half  those  of  the  London  Equitable,  the 
American  companies  set  forth  the  great  dividends  which 
had  accrued  to  policy-holders  in  the  London  company  as 
illustrative  of  what  might  be  expected  from  American  com- 
panies. Furthermore  even  greater  dividends  were  paid. 
At  the  end  of  the  first  few  years'  transactions  the  man- 
agers of  the  companies  found  that  they  had  considerable 
amounts  of  money  on  hand,  and  not  knowing  that  most  of 
these  sums  should  be  kept  as  a  reserve  to  make  up  for 
future  losses,  they  were  given  back  to  the  policy-holders 
as  dividends.  Thus  some  companies  were  able  even  with 
low  premiums  to  declare  80  per  cent,  dividends  on  the  pre- 
mium paid. 

Even  later  in  the  period,  when  knowledge  of  life  insur- 
ance began  to  be  known  more  widely,  a  deceitful  way  of 
declaring  dividends  was  adopted  by  some  companies.  In- 
stead  of  paying  back  cash  to  the  policy-holders,  scrip 
dividends  in  the  shape  of  non-interest-bearing  notes  were 
given  by  the  companies,  payable  at  some  future  date, 
sometimes  at  death.    In  this  way  large  dividends  could  be 
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and  were  declared.  All  this  had  its  effect  upon  the  growth 
of  the  business.  The  desire  for  family  protection  is  strong 
among  all  Anglo-Saxons;  it  has  proved  to  be  particularly 
strong  in  this  country,  and  if  insurance  can  be  obtained 
cheaply  it  is  desired  by  nearly  every  one.  With  the  com- 
panies ignorantly  transacting  business  on  false  assump- 
tions, the  masses  of  people  were  led  to  believe  that  a  new 
device  had  been  discovered  whereby  men  could  obtain 
protection  for  almost  nothing.  In  fact  the  impression 
spread  that  life  insurance  was  a  good  investment,  and  it 
was  little  wonder  that  the  business  prospered. 

Delusive  dividends  and  faulty  reserve  plans  were  the  ^ 
first  causes  of  the  rapid  growth  of  the  business.  Another  ^ 
cause  of  popularity  was  the  method  adopted  by  many 
companies  of  receiving  premiums.  With  the  advent  of  the 
mutual  companies,  a  number  of  them  adopted  the  plan  of 
accepting  interest-bearing  notes  instead  of  cash  for  the 
premium.  In  many  cases,  from  half  to  four-fifths  of  the  pre- 
mium would  be  accepted  in  the  shape  of  a  note.  The 
agents  promised  that  the  dividends  made  by  the  companies 
would  be  so  high  as  to  repay  the  notes,  and  hence  insurance 
could  not  only  be  secured  cheaply,  but  with  scarcely  any 
outlay  of  cash. 

So  it  was  that  with  the  novelty  of  the  business,  with  a   j 
delusive  way  of  declaring  dividends,  and  with  the  adop-  ( 
tion  of  the  system  of  paying  premiums  with  notes,  life  r 
insurance  in  the  United  States  from  1850  to  1870  had  a  J 
development  unparalleled  for  its  rapidity  and  extent.        J 
^  A  change  soon  took  place.    The  prosperity  of  the  life 
insurance  business  had  brought  men  to  it  who  ought  not 

\  ^  v  to  have  been  attracted.    Even  if  the  country  as  a  whole 

vv^  had  not  soon  suffered  one  of  the  most  severe  financial  and 

. .  <%fl  industrial  depressions  it  has  ever  experienced,  there  would 

probably  have  been  trouble  in  the  life  insurance  business. 
The  growth  in  the  number  of  companies  had  been  too 
rapid.  Many  of  the  companies  had  been  organized  for 
the  sole  purpose  of  furnishing  lucrative  positions  to  the 
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men  who  organized  them.  Even  in  the  many  cases  where 
honest  management  was  desired,  the  business  as  we  have 
seen  was  conducted  unwisely.  In  some  instances,  honesty 
was  never  intended,  and  such  companies  quickly  brought 
trouble. 

In  1868,  even  while  new  companies  were  still  being 
organized,  three  companies  went  into  the  hands  of  receivers, 
one  insured  in  another  company  which  subsequently  failed, 
and  one  was  closed  at  the  suit  of  stockholders.  In  1870 
seven  companies  went  out  of  existence.  In  1871  two 
went  into  the  hands  of  receivers,  and  the  disaster  was  but 
started.  In  1872  thirteen  companies  failed,  or  reinsured 
in  companies  which  failed.  Thus  before  the  financial 
depression  which  affected  all  lines  of  business  had  begun, 
thirty  life  insurance  companies  had  been  forced  to  discon- 
tinue. When  the  general  hard  times  did  set  in,  and  failures 
in  other  lines  of  business  became  frequent,  the  rate  of 
insurance  failures  was  accelerated.  In  1873  fourteen  com- 
panies were  closed  up,  in  1874  four,  in  1875  nine,  and 
in  1876  nine.  Six  companies  went  to  the  wall  in  1877, 
making  a  total  of  seventy-one  life  insurance  corporations 
which  had  been  forced  out  of  business  in  ten  years.  The 
weaker  companies  had  been  weeded  out  and  failures  be- 
came less  frequent.  Between  1878  and  1888  a  few  more 
companies  failed,  but  mostly  as  a  result  of  conditions  aris- 
ing in  the  previous  decade. 

Along  with  the  actual  failures  of  many  companies  had 
come  a  decline  in  the  business  of  all.  There  was  nearly 
two  billion  dollars  of  insurance  in  force  in  1870;  by  1880 
it  had  decreased  to  less  than  a  billion  and  a  half. 

The  causes  of  this  disastrous  period  in  life  insurance 
history  have  been  indicated.  The  delusive  methods  of  the 
companies  in  the  preceding  period  had  caused  an  unwise 
stimulus  to  the  business.  Companies  had  been  organized 
more  rapidly  than  capable  men  could  be  developed  to 
manage  them.  The  premium  note  system  had  resulted 
in  many  dissatisfied  policy-holders.    It  had  been  shown 
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what  yet  has  not  been    learned  by   many,   that   life  \ 
insurance  cannot  be  secured  at  a  small  cost.    This  had  / 
made  it  difficult  to  secure  new  business,  just  at  a  time  I 
when   there  was  much  competition   for  new   business.  / 
Severe  competition  resulted  in  the  acceptance  of  inferior 
lives;  inferior  lives  resulted  in  heavy  death  losses;  to  re- 
coup these  losses  speculative  investments  were  made;  and 
then  came  the  financial  panic  at  the  crucial  time.    The 
cumulative  result  of  all  these  causes  was  wide-spread  dis- 
aster among  the  companies. 

By  1880  began  the  revival  in  business.    The  companies 
which  had  survived  had  been  subjected  to  a  hard  test. 
Gradually  they  recovered  their  ground  as  financial  con- 
ditions improved  and  as  memories  of  life  insurance  in 
the  seventies  became  less  vivid.    No  new  companies  were 
organized  for  twenty  years,  but  from  1880  to  1905  the 
business  done  by  the  old  companies  increased  apace.    In 
1885  the  total  insurance  in  force  passed  the  two  billion 
mark,  five  years  later  it  had  doubled,  by  1900  nine  bil-  \ 
lion  dollars  of  insurance  was  in  force,  and  by  1905  five  I 
million  level  premium  life  insurance  policies  were  in  force  / 
in  the  United  States,  insuring  for  a  total  amount  of  twelve  / 
billion  dollars. 

Space  will  not  permit  more  than  a  passing  mention  of 
the  striking  characteristics  of  this  later  period  from  1880  to 
1905.  There  was  the  extensive  development  of  the  agency 
system,  the  increase  in  the  expense  ratio,  the  liberalizing 
of  the  policy  contract,  the  wide  use  of  the  deferred  divi- 
dend system,  and  the  invasion  by  some  of  the  New  York 
companies  of  foreign  countries.  All  these  have  had  a 
prominent  part  in  the  great  development  of  the  business 
and  have  been  the  subject  of  much  discussion. 

During  the  summer  of  1905,  starting  with  a  personal 
quarrel  for  control  of  one  of  the  largest  companies,  revela- 
tions were  made  of  bad  management  which  led  New  York 
and  other  states  to  make  an  investigation  into  the  manage- 
ment of  a  number  of  companies.    Exposures  were  made  in 
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some  cases  of  betrayal  of  trust  which  shocked  the  public. 
These  disclosures,  coming  at  a  time  when  the  public  mind 
was  already  inflamed  by  exposures  made  in  other  lines  of 
business,  resulted  in  a  demand  by  the  public  that  remedial 
legislation  should  be  enacted,  and  during  the  following  two 
winters,  many  legislatures  busied  themselves  in  revising 
the  insurance  laws.  Nothing  has  been  said  in  this  sketch 
of  life  insurance  in  the  United  States  about  legal  regulation 
of  the  business,  but  it  has  played  a  conspicuous  part. 
From  1860  on,  nowhere  else  in  the  world  have  so  many 
laws,  attempting  to  regulate  the  business  to  such  a  great 
extent,  been  enacted  as  in  the  United  States.  But  what 
was  attempted  before  1905  has  been  surpassed  by  the  laws 
placed  upon  the  statute  books  since  that  year.  Laws 
have  been  passed  regulating  salaries,  expenses,  and  pre- 
miums. Standard  policies  have  been  provided.  The 
amount  of  insurance  that  could  be  written  has  been  pre- 
scribed. Surplus  is  limited  in  amount.  Methods  of  allot- 
ting dividends  have  been  defined.  Systems  of  control  by 
the  policy-holders  have  been  enacted  into  law.  More  pub- 
licity is  demanded.  In  short  in  many  cases  the  climax  oi 
state  regulation  has  been  reached.*  Any  further  attempt^ 
at  control  would  practically  result  in  the  states  takinj 
over  the  active  management  of  the  business. 

As  a  result  of  the  disclosures  and  of  the  restrictive  laws 
which  followed,  the  year  1905  marks  something  of  a  halt 
in  life  insurance  progress.  Whether  the  laws  will  ulti- 
mately have  good  results  remains  yet  to  be  seen. 

In  any  history  of  life  insurance  in  the  United  States, 
however  brief,  some  attention  should  be  given  to  assess- 
ment plans  of  life  insurance.  Level  premium  or  old  line 
life  insurance,  the  history  of  which  has  been  traced,  in- 
volves the  idea  of  charging  a  policy-holder  a  relatively 
high  premium  during  the  earlier  ages,  and  accumulating 
a  reserve  in  order  that  the  premiums  may  not  go  higher 
at  the  later  ages  as  the  risk  of  death  increases.  Assess- 
ment insurance  has  followed  so  many  plans  that  it  is  diffi- 
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cult  to  define,  but  in  general  it  involves  the  idea  of  assessing 
members  just  enough  to  pay  current  expenses,  and  current 
death  losses,  leaving  a  higher  death  rate  in  the  future  to 
be  provided  for  by  higher  or  more  frequent  assessments. 

Normally,  in  the  evolution  of  life  insurance,  assessment 
insurance  should  precede  level  premium  life  insurance.  It 
is  a  sort  of  half-way  development  from  the  primitive  plan 
of  taking  up  a  collection  for  the  family  left  in  need,  and 
modern  level  premium  life  insurance.  But  life  insurance 
did  not  develop  normally  in  this  country  as  it  did  in  Eng- 
land. With  no  system  of  life  insurance  in  this  country, 
the  fully  developed,  level  premium  system  was  imported 
from  England.  An  abnormal  beginning  in  the  United 
States  resulted  in  an  abnormal  development.  After  level  \ 
premium  life  insurance  had  become  firmly  established,  there  / 
arose  the  assessment  associations.  What  brought  them  into 
existence,  or  where  their  originators  got  their  ideas,  is  not 
known.  Assessment  societies  had  flourished  in  England  in 
the  early  part  of  the  eighteenth  century,  but  had  long 
passed  away.  It  is  probable  that  the  first  assessment 
societies  in  the  United  States  were  suggested  by  the  Eng- 
lish friendly  societies,  and  took  the  form  which  they  did 
in  the  United  States  because  of  the  life  insurance  con- 
dition in  America  at  the  time,  namely,  the  prevalence  of 
the  premium  note  system. 

The  first  assessment  society  was  organized  in  New  York 
in  1867.  In  1868  there  was  organized  the  famous  secret 
association,  the  "Ancient  Order  of  United  Workmen." 
These  two  early  associations  represent  the  two  types  which 
assessmentism  has  taken  in  this  country.  One  type  has 
been  the  associations  organized  for  the  sole  object  of  fur- 
nishing life  insurance  on  a  business  basis.  The  other  type 
has  been  the  fraternal  association  combining  life  insurance 
with  more  or  less  of  social  objects. 

Both  methods  of  furnishing  life  insurance  on  the  assess- 
ment plan  flourished  during  the  seventies  and  eighties.  It 
was  cheap  insurance  again,  and  proved  popular.    In  1880 
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no  less  than  236  of  the  business  assessment  organizations 
had  been  chartered  by  Pennsylvania  alone.  By  1885 
fifty-six  had  been  chartered  by  Massachusetts.  By  1889, 
the  country  over,  the  business  assessment  associations 
had  a  billion  dollars  more  insurance  in  force  than  did  the 
old  line  companies.  Their  life,  however,  was  to  be  short. 
Conducted  on  unscientific  plans,  these  companies  soon  com- 
menced to  fail.  In  the  early  nineties,  they  failed  in  large 
numbers.  Some  state  legislatures,  finally  realizing  the 
weaknesses  of  the  plan,  passed  prohibitory  laws,  and  at  I 
the  present  time  the  assessment  companies  conducted  L 
merely  as  a  business  venture  are  of  little  importance  in  the 
life  insurance  world. 

Assessmentism  as  developed  by  the  fraternal  society  had 
a  slower  development.  The  fraternals,  while  growing  more 
slowly,  have  had  sources  of  power  which  the  business  assess- 
ment does  not  possess.  The  fraternal  ties  keep  men  in 
the  order  long  after  they  would  have  stopped  paying  assess- 
ments to  a  business  company.  Again,  they  have  been 
almost  untrammeled  by  state  law.  Having  close  organ- 
izations, the  political  party  in  power  has  not  dared  to 
enact  legislation  inimical  to  the  desires  of  the  fraternalists, 
so  that  even  yet  in  most  of  the  states  the  fraternal  orders 
are  not  subjected  to  any  supervision  whatever.  To-day 
fully  seven  million  people  are  insured  in  the  fraternal 
orders  in  the  United  States,  two  million  more  than  are 
insured  in  the  level  premium  companies. 

In  concluding  this  sketch  of  American  life  insurance, 
let  us  consider  the  more  important  problems  connected 
with  the  business  to-day.  In  the  old  line  field  there  is 
the  important  one  of  the  influx  of  new  companies.  As  a 
result  of  the  exposures  in  1905  there  developed  almost  a 
mania  for  new  companies  in  the  West  and  South.  At  least 
two  hundred  new  companies  have  been  organized.  This 
seems  too  many.  Competition  between  them  and  with 
the  old  companies  will  be  so  keen  that  many  companies  will 
not  be  able  to  continue.    There  will  be  probably  a  period 
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of  failures  and  receiverships  somewhat  akin  to  that  of  the 
seventies,  but  without  the  disastrous  effects  upon  the  busi- 
ness which  the  failures  in  the  seventies  caused. 

A  second  important  problem  is  what  to  do  with  the 
fraternals.  Something  should  be  done.  The  assessment 
plan  of  collecting  premiums  cannot  but  result  in  failure 
and  disappointment.  These  associations  educate  some 
men  to  take  out  level  premium  policies,  but  in  too  many 
cases  failures  of  the  fraternals  give  men  an  excuse  for  not 
insuring  at  all.  Some  of  the  fraternal  societies  are  volun- 
tarily adopting  the  level  premium  system,  and  if  it  proves 
successful,  the  movement  may  solve  one  of  the  greatest 
problems  in  American  life  insurance,  the  problem  of  heavy 
expenses.  The  state  should  encourage  these  transformed 
societies  and  provide  that  no  more  on  the  old  assessment 
plans  shall  now  be  organized. 

Lastly,  of  many  important  problems  which  may  be  men- 
tioned is  the  problem  of  securing  good  management  of  the 
level  premium  companies.  There  are  companies  which 
to-day  have  five  hundred  millions  of  invested  funds,  and 
the  power  which  control  of  such  sums  involves  is  enormous. 
Can  big  enough  men  be  found  to  entrust  with  such  power, 
and  will  they  be  found?  What  can  the  states  do  to  help? 
If  proper  management  can  be  secured,  life  insurance  in  the 
United  States  has  just  begun  its  development. 


CHAPTER  VII 

THE  DEVELOPMENT  OF  INSURANCE  MATHEMATICS  A_ 

Actuarial  science  consists  of  the  application  of  the 
laws  of  probability  to  insurance,  and  especially  to  life 
insurance.  And  we  shall  find  that,  first  of  all,  there 
needed  to  be  something  for  the  law  of  probability  to 
act  upon,  viz.,  a  mortality  table,  and  also  a  hand- 
maiden, in  the  form  of  a  developed  law  of  compound 
interest  and  discount  and  of  annuities  certain. 

First,  then,  as  to  mortality  tables.  We  find  the  first 
of  them  in  times  just  back  of  mediaeval,  and  just  this 
side  of  ancient.  The  pretorian  prefect,  Ulpian,  in 
364  a.d.,  put  forth  a  table  of  life  expectancies  or  prob- 
able lives,  invented  for  the  purpose  of  estimating  the 
value  of  annuities  for  probate  purposes.  The  Roman 
law  at  that  time  provided  that  not  more  than  a  certain 
portion  of  the  value  of  an  estate  could  be  willed  away 
from  the  heirs.  But  testators  left  annuities,  as  charges 
upon  their  estates,  the  same  being  payable  to  bene- 
ficiaries for  life;  and  so  it  became  necessary  to  estimate 
the  value  of  these  annuities.  The  Ulpian  method  was 
simple.  It  assumed  that  a  term  of  an  annuity  certain 
could  be  employed  to  express  the  value  of  a  life  annuity, 
and  that  this  term  was  that  of  the  probable  life  of  the 
annuitant,  or  that  term  of  years  at  the  end  of  which 
the  chances  would  be  equal  that  he  was  living  or  dead. 

Actuarial  science  could  have  no  real  genesis  until  this 
fallacy  was  dead  and  the  truth  had  appeared.     Ulpian's 

1  By  Miles  M.  Dawson.  The  second  of  two  lectures  delivered  in  the 
School  of  Commerce,  University  of  Wisconsin,  1901.  Published  by 
The  Insurance  Press,  N.  Y.  (The  author  has  added  a  few  paragraphs.) 
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experiment  was  forgotten,  and  his  theory  was  wholly 
lost  when  we  next  encounter  something  like  a  mortality 
table,  and  this  time  with  true  principles  applied  to 
ascertain  the  value  of  an  annuity.  The  author  was 
no  less  a  person  than  John  De  Witt,  Grand  Pension- 
ary of  Holland  and  West  Friesland,  who  turned  aside 
from  the  onerous  duties  of  state  to  consider  the  subject 
of  life  pensions  or  annuities.  Such  were  already 
granted  by  states  which  were  hard  pressed  for  money 
and  which  could  not  negotiate  loans  in  the  usual  way. 
De  Witt  formed  the  idea  that  the  prices  at  which  such 
were  sold  were  utterly  inadequate,  and  he  proceeded 
to  investigate  the  subject.  His  work  was  done  before 
1671,  when  the  results  of  his  labors  were  presented  in 
a  state  paper.  This  was  not  many  years  after  the 
appearance  of  the  first  pamphlets  about  probabilities, 
as,  for  instance,  Pascal's  letters.  It  was  more  than 
forty  years  before  the  publication,  in  1712,  of  Jacob 
Bernoulli's  "Ars  Conjectandi,"  the  first  comprehensive 
work  on  probabilities.  Therefore,  it  may  be  truly  said, 
not  merely  that  actuarial  science  began  with  De  Witt, 
but  also  that  he  built  much  of  the  substructure  for  it; 
since  in  his  work  he  developed  newly,  if  not  first  of  all, 
the  fundamental  principles  of  probabilities. 

Most  important  of  all  else,  though,  in  his  work,  was 
the  discovery  of  the  true  theory  of  the  operation  neces- 
sary to  compute  the  values  of  annuities;  and  this  was: 
Take  a  large  number  of  annuitants  at  a  given  age, 
the  mortality  for  each  age  being  known,  and  follow 
them  down  through  life  as  they  drop  out  and  dis- 
appear, computing  the  amount  which  would  need 
to  be  paid  each  year;  reduce  these  sums  to  their 
present  value;  add  them  all  together,  and  you  have 
the  aggregate  present  value  of  all  sums  payable  on 
account  of  these  annuities.  The  equal  share  of  each 
annuitant  in  this  aggregate  is  manifestly  the  value  of 
his  annuity. 
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The  value  thus  found  is  not  the  same  that  would  be 
found  by  treating  the  annuity  as  equivalent  to  an 
annuity  certain  for  the  term  of  the  expectancy,  or  of 
probable  life,  according  to  the  same  table  of  mortality. 
But  this  value  will  prove  by  actually  running  out,  on 
the  basis  of  the  interest  and  mortality  assumptions, 
while  the  value  from  the  annuity  certain  for  a  term 
equivalent  to  the  expectation  or  the  probable  life  will 
not.  Moreover,  when  we  come  to  examine  into  the 
matter,  we  cannot  fail  to  be  impressed  with  the  cir- 
cumstance that  the  expectation  could  only  furnish  an 
equivalent  when  there  is  no  interest  counted  upon,  for 
it  is  the  average  of  years  of  life;  while  in  effect,  the 
value  of  the  annuity  is  the  average  of  the  same  years  of 
life,  discounted.  But  the  discount  is  greater  for  pay- 
ments which  are  longer  deferred;  from  which  fact  it 
appears  that  the  equivalence  no  longer  holds,  when 
discount  is  introduced. 

The  Ulpian  theory  died  hard.  It  reappeared  re- 
peatedly after  actuaries  had  learned  to  deal  with  the 
subject  according  to  science  and  reason.  Thus  in 
1738,  after  the  true  principles  were  clearly  enunciated 
and  had  been  adopted  by  mathematicians  generally, 
a  learned  London  barrister,  Weyman  Lee,  published  an 
ingenious  book  in  which  he  undertook  to  prove  the 
equivalence.  The  name  of  his  book  was  "  An  Essay  to 
Ascertain  the  Value  of  Leases  and  Annuities  for  Years 
and  Lives."  The  following  passage  is  illustrative  of  his 
reasoning : — 

"I  suppose  no  one  will  controvert  these  points: 
That  he  who  has  an  annuity  for  the  life  of  a  person, 
has  an  annuity  for  such  a  term  of  years  as  such  person 
in  fact  shall  live;  and,  when  he  buys  it,  the  term  of 
years  to  which  any  person's  life  shall  be  prolonged  being 
uncertain,  that  he  buys  it  for  such  a  time  as  there  is  a 
chance  or  reasonable  probability  that  the  person  may 
live  whose  life  is  nominated." 
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Lee  also  objected  that  the  other  theory  made  the 
value  of  an  annuity  by  the  same  mortality  table  equiva- 
lent to  the  values  for  different  terms  of  years,  according 
as  the  interest  assumed  was  one  rate  or  another.  We 
have  seen  that  this  is  necessarily  so,  and  that  only  when 
no  interest  is  assumed  is  the  value  equal  that  of  an 
annuity  certain  for  the  expectancy. 

The  false  theory,  dating  back  to  Ulpian,  and  so  ably 
championed  by  Lee,  is  a  very  natural  generalization 
when  one  makes  a  hasty  conclusion,  and  it  is  certainly 
extremely  plausible.  As  if  to  emphasize  that  the 
human  mind  in  its  evolution  ever  travels  over  the  same 
track,  we  find  this  idea  reappearing  every  now  and  then 
by  a  strange  sort  of  atavism,  as  it  were,  and  in  the 
most  unexpected  quarters.  Thus  within  the  year  a 
leading  financial  paper  of  New  York  gravely  announced 
editorially : 

"Life  insurance  companies  employ  two  factors  in 
fixing  premiums  on  policies  of  insurance.  They  are, 
first,  the  average  expectation  of  life  of  the  insured 
person,  according  to  carefully  prepared  mortality  tables ; 
second,  the  rate  of  interest  at  which  money  can  be 
invested.  The  company  takes  the  case  of  a  man  at, 
say,  21  years  of  age,  and  finds  from  the  mortality 
tables  that  his  average  expectation  of  life  is,  say  30 
years.  By  simple  arithmetical  calculations  it  com- 
putes the  amount  of  money  that  such  a  man  should 
pay,  annually,  semi-annually,  or  quarterly,  as  the  case 
may  be,  in  order  that  his  money  at  the  assumed  rate 
of  interest,  say  3}  per  cent.,  shall  at  least  equal  the 
amount  of  his  policy  at  the  end  of  thirty  years.  The 
amount,  thus  computed,  with  an  allowance  for  ex- 
penses and  profit,  is  his  premium." 

This  apparent  digression  is  really  no  digression  at 
all.  We  are  to  follow  the  growth  of  actuarial  science, 
and  it  is  worth  while,  therefore,  to  know  what  it  is, 
and  particularly  what  it  is  not,  and  why,  therefore, 
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John  De  Witt  must  be  considered  its  founder,  and  not 
Ulpian. 

De  Witt,  in  addition  to  discovering  the  fundamen- 
tally true  theory  of  annuities  for  life,  and  applying  the 
principles  of  probabilities  and  compound  discount  to 
the  ascertainment  of  their  values,  also  invented  a 
mortality  table.  This  he  constructed  on  a  plan  of 
equal  decrements,  limited  to  from  ages  three  to  fifty, 
however,  followed  by  other  periods  in  which  the  law  of 
equal  decrement  was  also  supposed  to  work.  We  shall 
encounter  this  supposed  law,  and  modifications  of  it, 
again  and  again.  It  reappeared  in  the  work  of  the 
earliest  English  actuary  who,  so  far  as  we  know,  was 
not  acquainted  with  De  Witt's  work  at  all.  De  Witt 
also  foresaw  that  there  would  be  a  selection  of  the  best 
lives  for  annuitants,  and  that  a  mortality  much  lower 
than  in  the  general  population  was  to  be  expected. 
Thus  he  foresaw  a  truth  which  it  took  the  British 
government  many  years,  involving  great  loss,  to 
discover. 

The  next  discovery  was  by  the  British  philosopher, 
Halley,  who,  in  1693,  published  in  the  " Transactions" 
of  the  Royal  Society  the  result  of  his  investigations 
into  the  mortality  of  the  city  of  Breslau,  Germany, 
which  had  given  out  a  complete  statement  of  deaths, 
by  ages,  for  a  number  of  years.  Assuming  a  stationary 
population,  Halley  proceeded  to  construct  a  mortality 
table  from  the  records  of  deaths  only.  Halley  thus 
produced  a  complete  mortality  table  showing  the 
diminution  of  the  number  living  each  year  out  of  an 
original  group.  By  means  of  this  table  he  also  pro- 
ceeded to  give  the  now  common  and  always  simple 
formulas  for  computing  the  values  of  annuities.  The 
table  which  he  made  is  the  first  that  was  made  from 
population  statistics.  The  development  of  actuarial 
science  was  in  a  large  degree  due  to  him.  De  Witt's 
work  lay  buried  in  the  archives  of  Holland  and  West 
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Friesland,  and  was  only  uncovered  within  the  last 
fifty  years. 

I  have  said  that  Halley's  Breslau  table  was  the 
earliest  that  was  drawn  from  actual  experience,  and 
this  is  true  so  far  as  a  table  showing  the  mortality  at 
each  year  of  age  is  concerned.  But,  as  early  as  1662, 
John  Graunt  had  published  an  analysis  of  the  mortuary 
returns  of  London,  and  had  formulated  a  mortality 
table  in  a  rough  form,  but  not  giving  the  rate  of  mor- 
tality at  each  year  of  age.  His  work,  however,  had 
attracted  much  attention,  and  passed  through  several 
editions. 

The  next  great  advance  was  when  De  Moivre  pub- 
lished in  1725  his  great  work  on  life  annuities.  A 
French  exile,  living  in  London,  he  had  already  dis- 
tinguished himself  in  mathematics,  and  especially  in 
his  works  on  probabilities.  Now  he  proceeded  to 
apply  his  learning  to  the  practical  purpose  of  determin- 
ing the  values  of  leases  for  life  and  other  life  annuities. 
Already  the  summation  of  series,  when  following  some 
mathematical  law,  had  been  developed  to  a  point 
which,  he  plainly  saw,  rendered  it  comparatively  simple 
and  easy  to  compute  annuity  values,  whether  for  one 
or  for  more  lives,  if  only  a  mortality  table  could  be 
brought  to  follow  a  mathematical  law.  He  investigated 
the  Breslau  table  put  forth  by  Halley,  and  discovered 
that  within  reasonable  limits,  for  a  long  period  of  life 
at  least,  and  possibly  for  the  whole,  the  number  sur- 
viving to  each  year  of  age  out  of  a  given  number  setting 
out  from  the  earliest  age  of  the  table,  was  a  term  in  a 
decreasing  arithmetical  series.  That  is,  he  found  that 
if  the  number  surviving  be  treated  as  a  term  of  such  a 
series,  it  would  diminish  very  nearly  as  in  the  original 
table.  This  means  that  the  number  of  deaths  could 
be  assumed  to  be  the  same  for  each  year  of  age  out  of 
the  number  originally  setting  out.  Thus,  if  the  deaths, 
for  instance,  were  1,000  per  annum  out  of  an  original 
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100,000,  setting  out  at  age  20,  this  would  mean  1,000 
out  of  100,000  at  age  20,  1,000  out  of  99,000  at  age  21, 
etc.  So  the  probabilities  of  death  would  each  year 
increase,  not  because  of  any  change  in  the  numerator 
of  the  fraction,  but  solely  because  of  the  steady  and 
regular  diminution  of  the  denominator.  Without 
going  into  details  at  this  time,  it  must  be  readily  seen 
that  for  the  purpose  of  determining  any  value  or 
function  whatever,  the  arrangement  of  a  mortality 
table  as  a  mere  regularly  decreasing  arithmetical  series 
offered  great  advantages. 

De  Moivre  also  discovered,  somewhat  later  in  his 
career,  that  complete  tables  of  annuities  could  be  made 
by  a  continuous  process,  starting  from  the  extreme 
limit  of  life,  without  computing  all  the  values  sepa- 
rately which  go  to  make  up  the  value  of  each  annuity. 
This  discovery  applied,  first,  to  annuities  certain;  but 
its  application  to  life  annuities  was  soon  discerned  as 
well.  A  word  of  explanation  may  be  needed  to  make 
the  matter  clear  to  you,  and  I  linger  to  give  it  because 
this  is  the  first  great  labor-saving  invention  in  the 
science,  which  now  embraces  so  many. 

Suppose,  then,  that  you  know  the  value  of  one,  due 
at  the  end  of  one  year,  and  desire  to  discover  the  value 
of  an  annuity  of  one  for  two  years.  This  is  plainly 
worth  at  the  end  of  one  year,  and  before  the  first  annuity 
payment  is  made,  one  plus  the  value  of  one,  due  at  the 
end  of  one  year.  Therefore,  at  the  beginning  of  the 
first  year  it  will  be  worth  one  plus  the  present  value 
of  one,  due  at  the  end  of  one  year,  the  whole  multiplied 
by  the  present  value  of  one,  due  at  the  end  of  one 
year.  And  so,  by  a  continuation  of  this  process,  a 
complete  table  of  the  values  of  annuities  for  each  of 
long  periods  may  be  successively  computed.  The  same 
principle,  the  discounts  merely  being  made  also  to 
include  the  probability  as  well  as  the  interest  factor, 
applies  to  life  annuities;    and  this  was  De  Moivre's 
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discovery.  It  was  also  independently  seen  by  both 
the  great  mathematician  Euler  and  by  Thomas 
Simpson,  De  Moivre's  younger  rival  in  England. 

It  was  in  1742  that  the  first  work  of  Thomas  Simpson 
upon  the  subject,  his  "  Doctrine  of  Annuities  and  Re- 
versions/' made  its  appearance.  Simpson  was  a  self- 
taught,  non-academic  mathematician,  believed  to  be 
the  greatest  of  such  that  England  has  produced.  He 
had  but  emerged  from  obscurity  and  ill  fame,  owing  to 
conjuring  and  necromancy.  That  he  should  come  forth 
as  a  rival  of  De  Moivre  was  almost  insupportable  by 
the  latter,  who  was  now  in  the  flower  of  his  age  and  at 
the  zenith  of  a  well-earned  reputation.  Simpson's  book, 
too,  was  an  attempt  to  popularize  the  science,  never 
a  popular  movement  among  those  who  hope  to  profit 
by  keeping  it  exclusive.  And,  worst  of  all,  he  had  little 
respect  for  the  doctrine  of  equal  decrements,  and, 
indeed,  did  not  spare  it. 

Simpson  urged  a  return  to  Halley's  method  of  taking 
the  facts  as  one  found  them,  instead  of  seeking  to 
compel  the  mortality  table  to  follow  a  rule  to  which 
it  was  indifferently  suited.  At  the  same  time,  on  the 
basis  of  De  Moivre's  principle,  he  discovered  an  equal 
age  formula  for  joint  life  computations,  which  greatly 
simplified  the  operations,  and  which  bears  his  name  to 
this  day.  But  perhaps  his  greatest  distinction  is  this, 
that  he,  first  of  all  actuaries,  fully  realized  the  impor- 
tance of  the  life  insurance  phase.  Up  to  his  day  life 
insurance  was  known  in  but  two  forms,  one  being 
policies  for  short  terms,  without  privilege  of  renewal, 
and  the  other,  insurance  for  the  whole  of  life  for  inde- 
terminate amounts,  to  be  determined  by  the  proceeds 
of  assessments.  Simpson  introduced  the  idea  of  whole 
life  insurance  for  level  annual  premiums  and,  as  we 
shall  see,  he  also  afterward  introduced  the  practice. 
•  At  about  the  same  time  Des  Parcieux,  the  elder,  pro- 
duced in  France  his  work,  "Probabilities  of  Human 
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Life/'  published  in  1746.  This  was  practically  the 
beginning  of  annuities  in  that  country.  It  was  fol- 
lowed in  1749  by  Buffon's  "  Tables  of  Probabilities  of 
Human  Life,"  which  was  mainly  a  discussion  of  tables 
already  published,  but  included  also  some  new  tables. 
Des  Parcieux,  in  his  work,  gave  tables  which  he  had 
constructed  from  the  experience  of  two  tontine  funds 
and  from  the  mortality  in  fourteen  monasteries.  The 
last  became  the  standard  table  for  insurance  in 
France  and  remained  standard  until  within  the  last 
generation. 

In  1753  the  scientist  Kersseboom  of  The  Hague 
brought  out  a  volume  discussing  the  tables  of  Halley 
and  Buffon,  and  developing  some  of  the  principles  of 
the  science. 

James  Dodson,  an  English  university  man  of  high 
standing,  began  in  1748  the  preparation  of  a  volume 
entitled  "Analytical  Solution  of  Problems  Relating  to 
Annuities."  Mr.  Dodson  began  to  take  an  interest 
in  the  subject  comparatively  late  in  his  busy  life,  and 
his  interest  was  rather  sharpened  than  otherwise  by 
the  discovery  that,  while  he  might  procure  life  insurance 
at  very  high  rates  in  a  stock  company,  and  for  a  very 
short  period,  he  could  get  no  whole  life  insurance  at  all, 
even  in  the  Amicable  on  the  assessment  plan,  because 
he  was  more  than  45  years  of  age.  He  became  one  of 
the  earliest  and  most  active  and  influential  of  Simpson's 
converts  to  the  view  that  life  insurance  could  be  fur- 
nished on  a  whole  life  plan  with  equal  annual  premiums, 
and  that  safe  premiums  for  the  same  could  be  computed. 
Together  these  men  labored  for  several  years  to  bring 
enough  people  together  to  organize  a  company  on  the 
mutual  plan  —  they  had  no  hope  of  interesting  stock- 
holders in  so  long  and  uncertain  a  venture,  even  in 
those  speculative  days.  The  result  was  the  "Society 
for  the  Equitable  Assurance  of  Lives  and  Survivor- 
ships,"  which,   now  generally   known   as   "The  Old 
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Equitable/'  survives  to  this  day.  The  organization 
was  not  without  difficulties,  and  had  to  be  effected  as 
an  unincorporated  voluntary  association,  practically  a 
copartnership,  because  the  Parliament  refused  a  charter 
on  the  ground  that  the  undertaking  was  very  risky. 

The  tables  which  were  employed  by  the  Equitable 
were  based  upon  a  mortality  table  constructed  by 
Dodson  from  the  mortuary  statistics  of  London.  For* 
tunately  the  experience  proved  an  exaggeration  of  the 
deaths  which  the  company  experienced,  and  as  it  did 
much  more  life  insurance  than  annuities,  the  result  was 
favorable.  Of  course  it  would  have  been  disastrous  if 
the  contrary  had  proven  the  case,  or  if  the  annuity 
business  had  exceeded  the  life  insurances,  for  the  same 
mortality  table  was  employed  for  both. 

Neither  Thomas  Simpson  nor  James  Dodson,  though 
they  contributed  so  much  to  the  foundation  of  the 
Equitable,  and  indeed  were  and  are  recognized  to  have 
been  its  founders,  having  stirred  up  interest  in  the 
matter  by  their  publications  and  by  lectures  upon 
the  subject,  in  London  and  elsewhere,  was  included  in 
the  management  of  the  society;  but  it  set  forth  upon 
its  career  on  plans  devised  and  furnished  by  them,  and 
its  success  is  theirs. 

In  the  same  year  that  the  Equitable  began  operations 
there  appeared  a  first  edition  of  a  most  remarkable 
contribution  to  actuarial  science,  by  Dr.  Richard 
Price,  a  Unitarian  preacher,  who  was  destined  to  have 
much  to  do,  both  indirectly  and  directly,  with  the 
development  of  life  insurance,  and  of  the  Equitable  in 
particular.  The  work  was  entitled  "Observations  on 
Reversionary  Payments."  It  passed  into  four  editions, 
each  much  enlarged,  during  the  succeeding  twenty-one 
years,  and  was  the  authoritative  work  upon  the  subject 
for  a  very  long  time,  a  revised  edition  being  published 
so  late  as  1806. 

Dr.    Price    warmly   supported    Thomas   Simpson's 
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view  that  it  was  folly  to  construct  mortality  tables  by 
purely  mathematical  principles,  and  urged  that  inves- 
tigations of  the  actual  death  rates  be  made  as  the  only 
means  of  making  a  reliable  table  of  mortality.  He  also 
encouraged  with  enthusiasm  the  work  of  the  Equitable, 
and  in  his  later  editions  contrasted  sharply  its  scientific 
and  safe  system,  assuring  solvency,  with  the  unsafe 
plans  and  insolvent  condition  of  all  the  assessment 
annuity  concerns  with  which  the  country  was  then 
pestered.  In  addition  to  his  demonstrations  of  these 
things  he  himself  analyzed  several  bodies  of  popula- 
tion statistics,  such  as  those  of  Sweden,  which  had 
recently  been  published,  constructing  mortality  tables 
from  them;  and,  which  proved  most  important  of  all, 
he  collected  the  data  concerning  deaths  in  several 
parishes  of  Great  Britain,  notably  Northampton,  and 
made  mortality  tables  from  these.  The  Northampton 
table  enjoyed  great  repute,  and  was  the  standard  for 
both  life  insurance  and  annuity  computations  for  many 
years.  It  was  adopted  by  the  Equitable,  and  Dr. 
Price  was  invited  to  prepare  monetary  tables  on  that 
basis  for  that  company.  Later,  his  nephew,  William 
Morgan,  was  made  actuary  of  the  company,  a  post 
which  he  occupied  throughout  his  long  life.  The 
theories  of  De  Moivre  were,  for  the  time,  completely 
lost  sight  of,  and  it  was  conceded  everywhere  that  the 
only  correct  system  of  developing  a  mortality  table 
was  to  follow  the  facts  of  statistics  closely,  not  expect- 
ing the  same  to  express  a  mathematical  law.  William 
Morgan  also  distinguished  himself  by  the  publication 
of  many  books  and  pamphlets,  including  contributions 
to  the  Royal  Society,  of  which  he  was  an  honored 
member.  His  most  important  work,  perhaps,  was 
entitled  "Doctrine  of  Annuities  and  Assurances  on 
Lives  and  Survivorships,"  published  in  1779.  To 
survivorships  he  devoted  much  study.  He  also  edited 
and  revised  the  edition  of  Richard  Price's  "Observa- 
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tions  on  Reversionary  Payments/'  which  appeared  in 
,1806. 
'  In  France  progress  was  also  being  made,  although 
there  annuities  proved  more  popular  by  far  than  life 
assurances,  which  is  true  even  to  this  day.  In  1767 
the  great  mathematician,  Euler,  published  a  work  upon 
"  General  Researches  into  the  Mortality  and  Increase  of 
the  Human  Race,"  and  in  1781  Des  Parcieux,  the 
younger,  contributed  a  "Treatise  on  Annuities."  In 
Great  Britain,  Masares,  with  a  foreign-sounding  name, 
published  a  large  book,  of  no  very  great  value,  entitled 
"Principles  of  the  Doctrine  of  Annuities,"  in  1783;  in 
it  he  endeavored  to  make  the  whole  thing  a  matter  of 
arithmetic. 

There  was  great  progress  in  life  insurance  during 
the  last  part  of  the  eighteenth  century,  but  little  was 
done  in  the  direction  of  increasing  either  the  material 
upon  which  actuarial  science  works,  or  the  methods  of 
doing  the  work.  The  Northampton  table  was  now 
fully  accepted  in  Great  Britain  as  the  standard,  and 
the  government  even  sold  annuities  based  upon  its 
accuracy. 

In  1810  the  monumental  work  of  Francis  Bailly 
upon  "Life  Annuities  and  Assurances"  appeared.  It 
was  the  first  comprehensive  and  thorough  treatise  that 
had  ever  been  published  upon  the  subject.  What  was 
known  had  by  this  time  clarified  in  men's  minds,  and 
it  was  now  possible  to  treat  the  topic  thoroughly  and 
well.  Bailly's  equipment  for  this  task  was  nearly  as 
good  as  that  of  La  Place  for  dealing  with  probabilities; 
and  it  is  noteworthy  that  the  two  epoch-making  works 
made  their  appearance  at  about  the  same  time,  La 
Place's  "Probabilities"  appearing  in  1812.  Bailly's 
book  was  so  good  and  so  comprehensive  that  as  late  as 
1864,  when  by  reason  of  the  invention  of  commutation 
columns  as  a  convenience  for  calculations  and  of  a 
change  in  the  symbols,  the  book  had  become  antiquated, 
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its  worth  caused  it  to  be  rewritten,  edited  and  pro- 
duced with  modern  symbols,  so  as  to  continue  to  be 
useful  to  the  student.  Yet,  notwithstanding  his 
abilities  and  accomplishments,  some  of  which,  of 
course,  embraced  the  correction  of  others'  errors,  or 
perhaps,  more  accurately  stated,  because  of  these  things, 
Bailly  was  anything  but  welcomed  by  Morgan,  now 
aging,  and  now  also  the  absolute  master  of  things 
actuarial.  In  consequence  a  feud,  now  disguised,  now 
breaking  forth,  raged  between  the  men  during  their 
joint  career. 

In  1815  appeared  Joshua  Milne's  "Valuation  of 
Annuities  and  Assurances/'  also  an  epoch-making 
work;  for,  in  addition  to  much  that  was  new  and  clearer 
in  the  text,  the  author  included  a  new  mortality  table, 
drawn  from  the  experience  of  the  parish  of  Carlisle. 
This  table  was  the  first  to  be  graduated  so  that  it 
seemed  to  express  a  regular  force  of  mortality,  although 
for  the  same  no  mathematical  expression  was  known  or 
sought.  The  influence  of  Richard  Price  was  yet  too 
powerful  to  permit  turning  one's  attention  in  that, 
direction  anew.  The  graduation  was  by  what  is  now 
known  as  the  graphic  method,  and  it  was  necessary, 
particularly  in  this  case,  because  the  number  of  lives 
dealt  with  was  very  small.  This  table  showed  a  much 
lower  mortality  rate  than  the  Northampton  table  and 
came  far  nearer,  also,  to  expressing  what  the  companies 
were  finding  to  be  their  own  experience.  This  was 
even  confirmed  by  the  experience  of  the  Equitable 
itself.  In  consequence  most  of  the  younger  companies 
promptly  adopted  the  new  table,  especially  as  the 
Northampton  was  not  merely  not  fitted  for  annuities 
but  was  positively  dangerous.  But  the  Northampton 
held  its  own  with  the  Equitable  and  some  of  the  older 
companies,  and  there  was  a  bitter  fight  about  the 
matter,  the  echoes  of  which  have,  even  now,  scarcely 
ceased  to  rumble. 
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In  1820  appeared  Hendry's  work  on  "  Life  Annuities/' 
and  in  1825  Griffith  Davies'  remarkable  book,  entitled 
"  Tables  of  Life  Contingencies."  This  work  intro- 
duced into  general  use  the  second  great  labor-saving 
device  of  actuarial  science,  the  commutation  column. 
A  suggestion  of  something  of  this  sort  had  been  made 
by  William  Dale  as  early  as  1772  in  his  "  Introduction 
to  the  Study  of  Annuities/7  and  it  had  also  been  sug- 
gested by  William  Morgan  in  the  introduction  to  his 
principal  work,  published  in  1779.  A  much  more  com- 
pletely developed  system  had  also  been  devised  by  the 
German  scientist,  Tetens,  and  published  in  1785;  but 
his  system  was  not  known  to  actuaries  until  much  later, 
having  been  buried  in  a  work  upon  another  subject. 
In  1812  Francis  Bailly  presented  to  the  Royal  Society 
a  paper  by  George  Barrett,  a  self-taught  English  mathe- 
matician, in  which  a  system  was  outlined.  The  paper 
was  read,  but  not  published  by  the  Royal  Society, 
an  omission  which  does  it  little  credit,  which  was 
attributed  to  William  Morgan,  who  was  upon  the  com- 
mittee, and  is  supposed  to  have  been  actuated  by  envy 
of  Bailly,  and  in  any  event  did  not  see  the  importance 
of  what  he  had  himself  suggested,  and  which  called 
forth  the  bitterest  criticism  from  Bailly,  who  included 
the  paper  in  the  second  and  subsequent  editions  of  his 
own  book.  Unfortunately,  as  a  result  of  the  indiffer- 
ence of  the  Royal  Society,  Barrett  was  unable  to  print 
the  tables  which  he  had  prepared,  and  his  invention 
for  the  time  was  of  no  practical  use. 

Griffith  Davies,  himself  a  self-taught  mathematician, 
who  had  risen  by  hard  work  and  his  talents  to  a  re- 
sponsible post  as  actuary  of  a  leading  London  company, 
developed  the  idea  along  somewhat  different  lines  from 
those  employed  by  any  of  his  predecessors,  and  by 
adding  actual  commutation  tables,  according  to  the 
Carlisle  table  and  various  rates  of  interest,  he  also 
made  his  ideas  of  practical  use  forthwith. 
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In  the  same  year  Benjamin  Gompertz,  a  great  mathe- 
matician, who  otherwise  gave  little  attention  to  actuarial 
problems,  wrote  a  letter  to  Francis  Bailly  concerning 
a  mathematical  force  of  mortality  which,  according  to 
his  view,  could  be  given  expression  in  terms  of  the 
infinitesimal  calculus  and  algebra,  and  which  he  be- 
lieved to  be  at  the  foundation  of  all  mortality  tables. 
In  his  letter  he  explained  that  the  natural  law,  which 
he  considered  to  be  expressing  itself  in  the  mathe- 
matical law,  was  that  as  men  grow  older  the  vitality 
wanes,  and  that  the  measure  of  this  change  caused 
the  change  in  the  death  rate  and  could  be  evolved  out 
by  differential  methods.  Thus  within  the  first  twenty- 
five  years  of  the  new  century  the  supremacy  of  the 
Northampton  table,  which  at  the  beginning  of  that 
century  seemed  so  securely  fixed  in  that  position,  was 
threatened  by  two  foes,  one  the  Carlisle  table,  which 
disputed  its  data,  and  one  Gompertz's  discovery,  which 
renewed  the  interest  in  De  Moivre's  original  theory  of 
a  mathematical  law  for  mortality,  which  theory  had 
been  regarded  as  hopelessly  dead.  But  while  the 
Carlisle  table  was  making  its  way  rapidly,  the  theory 
of  Gompertz,  being  found  to  square  with  the  facts  of 
none  of  the  tables,  was  for  a  time  thrust  aside. 

In  1826  the  eminent  British  mathematician,  Charles 
Babbage,  published  a  work  entitled  "A  Comparative 
View  of  Various  Life  Offices/1  which  showed  a  marked 
bias  for  the  Equitable.  The  book  is  mainly  non- 
mathematical,  however. 

In  1832  T.  R.  Edmonds  published  a  book  in  which 
he  further  discussed  the  possibility  of  employing  a 
mortality  table  in  which,  while  it  accurately  repre- 
sented experience,  the  graduation  was  according  to  a 
mathematical  formula.  His  book  was  entitled  "Life 
Tables,  Founded  upon  the  Discovery  of  a  Numerical 
Law  Regulating  the  Existence  of  Every  Human  Being, 
Illustrated  by  a  New  Theory  of  the  Causes  Producing 
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Health  and  Longevity."  The  system  proposed  by 
Mr.  Edmonds  bears  a  striking  resemblance  to  that 
suggested  by  the  originator  of  actuarial  science,  John 
de  Witt,  whose  essay  upon  the  subject  was  at  that  time 
sleeping  unknown  to  all  actuaries  in  the  archives  of 
Holland  and  West  Friesland.  Edmonds'  system  was 
not  adopted,  but  the  ideas  which  are  set  forth  in  the 
book,  and  also  are  plainly  indicated  by  the  singular 
title,  have  survived,  and,  indeed,  found  lodgment  in 
many  minds.  As  Gompertz  had  thought  of  the  thing, 
"force  of  mortality,"  Edmonds  thought  of  the  name, 
and  while  Edmonds'  formulas  are  forgotten,  his  name 
for  the  tendency  which  he  did  not  accurately  measure 
has  become  a  permanent  addition  to  life  insurance 
terminology.  Already,  before  Edmonds,  Thomas 
Young  espoused  the  cause  of  the  mathematical  formula 
in  a  letter  which,  much  to  William  Morgan's  disgust, 
was  accepted  and  printed  by  the  Royal  Society  in 
1826.  It  was  entitled  "A  Formula  for  Expressing  the 
Decrement  of  Life,"  and  it  led  to  a  controversy  with 
the  nephew  of  the  great  Richard  Price,  who  considered 
that  the  reputation  of  himself  and  his  uncle  depended 
upon  refuting  all  arguments  in  favor  of  a  mechanical 
system. 

-  The  Northampton  table  was  giving  way,  however, 
before  an  enemy  more  formidable  than  the  mathe- 
matical formula;  that  enemy  was  experience.  For 
the  British  government  found  its  experience  with 
annuitants  disastrous,  having  sold  annuities  at  prices 
fixed  by  this  table;  and  life  insurance  companies  in 
general  found  the  table  to  absurdly  exaggerate  the 
losses  which  they  might  expect.  Consequently  the 
Carlisle  table  steadily  made  its  way  into  favor.  The 
publication  of  the  government  annuity  experience, 
tabulated  by  John  Finlaison  in  1823,  and  adopted  by 
the  government  in  1829,  completely  displaced  the 
Northampton  table  as  to  its  use  for  annuities,  and, 
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indeed,  it  was  thereafter  retained  by  no  company  of 
importance  excepting  the  Equitable,  which  stubbornly 
retained  it  until  late  in  the  nineteenth  century. 

Another  consideration  which  occurred  to  De  Witt 
at  the  very  beginning  forced  itself  upon  men's  notice 
in  connection  with  annuitants,  and  that  was  that  there 
is  a  very  great  measure  of  self-selection  among  annui- 
tants, assuring  that  the  average  of  longevity  will  be 
much  higher  than  among  the  population,  and  also  than 
among  insured  lives,  in  spite  of  the  careful  medical 
selection  which  companies  had  learned  to  make.  This 
made  all  tables  that  are  suitable  for  insured  lives  un- 
suitable, for  that  very  reason,  to  measure  the  value  of 
annuities.  The  fact  was  recognized  in  France  before 
it  was  in  Great  Britain,  for  in  France  the  Duvillard 
table,  named  after  its  author,  was  introduced  so  early 
as  1806,  and  being  better  suited  to  the  purpose  than 
Des  Parcieux's  table,  was  adopted  for  annuity  pur- 
poses. In  Great  Britain  the  government  experience 
table  of  1829  was  employed  until  1860,  when  a  second 
government  table  appeared,  and  this  in  succession 
until  1883,  when  a  third  government  table  appeared, 
all  the  production  of  the  Finlaisons,  father  and  son. 
Other  tables,  known  as  0Imml  for  male  lives  and  Ol*fl 
for  female,  have  since  appeared,  drawn  from  the  joint 
experience  with  annuitants  of  the  chief  British  com- 
panies up  to  the  year  1893;  and  while  it  confirms  in  a 
remarkable  manner  the  lessons  of  the  government 
tables,  it  shows  even  greater  longevity. 

In  Edmonds'  work,  in  addition  to  discussing  the 
force  of  mortality,  he  considered  the  force  of  sickness, 
i.e.,  the  liability  to  disablement,  which  he  deemed  to 
be  subject  to  the  same  law,  being  only  another  expres- 
sion of  it.  There  appeared  in  1835  a  work  entitled 
"A  Treatise  on  Friendly  Societies,"  by  Charles  Ansell, 
which  contained  the  experience  of  the  Highland  Society 
in  relation  to  sickness,  and  also  the  combined  expert- 
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ence  of  a  number  of  Scottish  friendly  societies.  Ansell 
supplied  monetary  tables  for  the  same.  These  were 
adopted  as  standard  by  the  friendly  societies  generally, 
and  as  they  proved  to  be  too  low,  much  embarrass- 
ment was  caused  thereby.  No  trace  of  evidence  that 
Edmonds'  theory  was  correct  was  discernible,  however, 
in  this;  nor,  indeed,  could  its  correctness  be  tested 
before  there  were  several  experiences  at  hand  to  com- 
pare. The  publication  of  Henry  Ratcliff's  report  upon 
the  experience  of  the  Manchester  Unity  of  Odd  Fel- 
lows for  1846-8,  and  of  the  report  upon  the  experience 
of  the  Foresters,  by  Frederick  G.  P.  Neison,  at  about 
the  same  time,  opened  the  way  for  a  thorough  develop- 
ment of  the  subject.  Two  later  reports  of  the  Man- 
chester Unity  appeared  during  Mr.  Ratcliff's  lifetime, 
viz.,  one  covering  1856-60,  and  the  other  1866-70; 
and,  as  a  result  of  careful  comparison,  it  was  developed 
that,  so  far  as  could  be  determined  a  priori,  the  lia- 
bility to  illness  could  be  represented  as  a  function  of 
the  force  of  mortality.  A  more  recent  investigation 
of  the  entire  aggregate  experience  of  the  British  friendly 
societies,  confirms  also  the  theory  that  from  a  mortality 
table  the  liability  to  sickness  may  be  ascertained  with 
much  accuracy.  Another  report  upon  later  experience 
of  the  Manchester  Unity  has  now  appeared,  also  show- 
ing an  increasingly  heavy  sickness  rate,  with  marked 
improvement  in  the  death-rate. 

With  the  advent  of  the  commutation  method  of 
making  computations  there  was  naturally  a  great 
change  in  symbols,  and  a  new  notation  began  to  come 
in.  In  consequence  of  this,  and  of  the  new  formulas  as 
well,  that  were  found  necessary,  the  old  text-books  were 
rapidly  becoming  antiquated.  Naturally,  therefore, 
Prof.  De  Morgan's  "An  Essay  on  Probabilities  and  on 
Their  Application  to  Life  Contingencies  and  Insurance 
Offices,"  published  in  1838,  and  especially  "A  Treatise 
on  the  Value  of  Annuities  and  Reversionary  Payments," 
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by  David  Jones,  published  in  1840,  were  generally 
welcomed.  The  former  remained  for  a  long  time  the 
best  English  text-book  on  probabilities,  though  not 
so  highly  esteemed  as  to  its  actuarial  content,  while  the 
latter  was  for  more  than  a  quarter  century  the  book  of 
books  for  the  actuarial  student,  and  is  valued  unto 
this  day. 

The  years  from  1840  to  1860  were  fruitful  in  the 
elucidation  of  many  questions  which  were  very  diffi- 
cult to  handle  before  the  commutation  system  was 
introduced.  They  also  saw  the  beginning  of  the  great 
work  of  England's  registrar-general,  Dr.  William  Farr, 
author  of  English  Life  Tables  Nos.  1,  2  and  3,  the  first 
two  of  which  appeared  during  this  period.  Toward 
the  close  of  the  period  the  Institute  of  Actuaries  was 
organized  in  London,  and  although  this  body  was 
frowned  upon  by  many  of  the  actuaries  of  great  repu- 
tation in  that  day,  who  refused  to  join,  and  organized 
the  Actuaries'  Club  as  a  more  exclusive  and  aristo- 
cratic society,  the  Institute,  by  setting  its  standard 
higher  and  higher,  and  also  by  excluding  all  considera- 
tions as  to  candidates  except  those  of  fitness,  won  a 
pre-eminent  place  for  itself  and  also  great  respect  for 
the  entire  profession.  It  also  founded  a  journal  in 
which  from  that  time  forward  the  most  valuable  dis- 
coveries and  inventions  have  usually  been  first  given 
to  the  world.  The  history  of  the  progress  of  actuarial 
science  may  be  read  since  its  foundation  in  the  volumes 
of  this  journal. 

In  1856,  William  Orchard,  a  brilliant  young  mathe- 
matician whose  early  death  was  greatly  deplored,  pub- 
lished a  book  of  "  Conversion  Tables/1  by  means  of 
which  it  is  possible  to  pass  from  life  annuity  values  to 
net  annual  or  single  premiums;  and  during  this  period 
David  Chisholm  also  produced  his  valuable  tables  from 
which  whole  life  net  level  premium  reserves  may  be 
deduced,  the  net  level  premiums  being  known,  without 


114  YALE  READINGS  IN  INSURANCE 

reference  to  the  table  of  mortality  and  his  yet  more 
valuable  "Survivorship  Tables,"  based  upon  [the 
Carlisle  Table  of  Mortality. 

*"  To  the  "Journal  of  the  Institute  of  Actuaries" 
William  Makeham,  in  I860,  contributed  what  has 
proved  to  be  a  solution  of  the  disagreement  between 
the  school  that  followed  De  Moivre  and  the  school  that 
followed  Dr.  Price.  In  other  words,  he  discovered  and 
gave  to  the  profession  the  extension  of  the  principle 
laid  down  by  Gompertz,  which  was  needed  to  reconcile 
his  theory  as  to  the  force  of  mortality  with  the  facts 
of  experience.  Gompertz  had  guessed  that  increasing 
mortality  was  the  consequence  of  waning  vitality,  and 
could  be  measured  by  a  steadily  increasing  function. 
Makeham  divined  that  deaths  might  be  divided  into 
two  classes,  viz.,  from  causes  that  apply  with  almost 
equal  force  at  all  ages,  such  as  accidents,  and  from 
causes  which  flow  from  diminished  vitality.  A  modi- 
fication of  the  formula  of  Gompertz  to  agree  with  this 
idea  gives  an  expression  for  the  force  of  mortality  which 
has  proved  most  useful,  and  also  to  measure  with  great 
accuracy  the  facts  of  experience. 

Notwithstanding  this  discovery,  so  strong  was  the 
force  of  tradition  and  the  influence  of  the  school  of 
Dr.  Price  that  when  a  table  of  mortality  was  con- 
structed from  the  experience  of  twenty  British  com- 
panies, under  the  auspices  of  the  Institute,  the  work 
being  completed  and  published  in  1869,  the  same  was 
graduated  by  a  formula  which  was  really  merely  a  very 
smooth  mathematical  expression  for  the  graphic 
method;  and  it  was  not  before  1887  when  the  second 
volume  of  the  "Institute  of  Actuaries'  Text-book"  was 
published,  that  tables  were  published  in  Great  Britain 
which  were  graduated  by  Makeham's  formula.  It  was 
found  that  such  graduation  gave  results  very  close  to 
the  original  data,  and  the  system  is  now  practically 
universally  accepted.     It  presents  all  the  advantages 
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in  the  matter  of  facility  of  computing  joint  life  func- 
tions that  were  originally  foreseen  by  Simpson  and 
others. 

The  Twenty  British  Offices  table  was  not  the  first 
combined  experience  table  to  be  constructed  in  Great 
Britain.  In  1843  a  table,  known  in  Great  Britain  as 
the  Seventeen  Offices,  and  in  America  as  the  Actuaries', 
or  Combined  Experience  Table,  was  published,  having 
been  under  construction  for  a  number  of  years.  It  was 
hotly  attacked  in  England  by  both  the  friends  of  the 
Carlisle  table  and  the  lingering  champions  of  the  North- 
ampton table,  and  it  never  became  standard  there; 
though  tables  of  monetary  values  were  published  by 
Jen  kin  Jones. 

In  the  United  States,  on  the  contrary,  this  table, 
chancing  to  have  come  out  at  about  the  right  moment, 
and  appealing  to  Elizur  Wright  as  a  fair  test  of  sol- 
vency, was  introduced  by  him  in  1859  as  a  standard 
for  valuing  the  policies  of  companies  doing  business 
in  Massachusetts,  of  which  State  he  was  commis- 
sioner. In  consequence  this  table  was  pretty  widely 
adopted  by  American  companies  and  departments,  and 
is  yet  in  very  common  use. 

Early  in  the  sixties  there  was  published  a  table  drawn 
from  the  experience  of  the  Mutual  Life  Insurance  Com- 
pany. This  table  was  graduated  by  Sheppard  Homans, 
actuary  of  that  company.  A  few  years  later  Mr. 
Homans  published  another  table  embracing  a  modi- 
fication of  the  Actuaries'  table,  by  the  experience  of 
the  Mutual  Life,  and  with  some  other  changes.  This 
table  was  given  the  name  American  Experience  Table, 
and  was  adopted  as  the  standard  in  New  York  and  in 
other  States,  as  well  as  by  the  Mutual  Life  and  many 
companies.    It  is  now  also  in  common  use. 

As  in  Great  Britain,  so  also  in  the  United  States, 
the  first  table  giving  the  combined  experience  of  the 
home  companies  has  been  discredited  and  little  used. 
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~ln  1870  a  table  covering  the  experience  of  thirty-six 
American  offices,  which  had  been  prepared  under  the 
direction  of  the  Chamber  of  Life  Assurance  and  a  com- 
mittee of  prominent  actuaries,  made  its  appearance. 
Although  it  was  graduated  according  to  Makeham's 
formula,  and  thus  afforded  many  advantages  in 
actuarial  operations,  and  although  it  was  accompanied 
also  by  a  most  elaborate  set  of  monetary  tables,  it  was 
adopted  by  no  company  of  consequence,  and  has  never 
been  standard  anywhere. 
->Fhe  principal  contributions  of  America  to  actuarial 

v  ^^mathematics  have  been  three  formulas  for  the  compu- 
tation of  individual  reserves  by  what  is  known  as  the 
retrospective  method,  which  are  known  by  the  names 
of  their  authors,  as  follows:  Wright's,  Fackler's  and 
McClintock's  formulas.  The  first  two  are  more  com- 
monly employed  to  compute  values  of  policies  involv- 
ing one  life  only,  and  the  last  to  compute  the  values  of 
joint  life  policies,  for  which  purpose  it  is  singularly 
useful.  Another  important  discovery  was  the  con- 
tribution plan  of  dividing  surplus,  the  honor  of  which 
is  due  to  Sheppard  Homans  and  David  Parks  Fackler, 
jointly. 

One  of  the  most  significant  developments  in  the 
mathematics  of  insurance  is  due  to  one  man,  who  has 
by  competent  authority  been  pronounced  the  greatest 
living  actuary,  Dr.  Thomas  Bond  Sprague.  It  is  the 
discovery  that  a  select  mortality  table,  instead  of  the 
mortality  tables  commonly  in  use,  represents  most 
closely  the  facts  of  experience  in  life  insurance  com- 
panies. Thus  the  usual  form  of  mortality  table  exhibits 
the  average  death  rate  at  a  certain  age,  for  instance, 
without  regard  to  whether  the  lives  are  freshly  selected 
by  medical  examination  or  not.  It  has  long  been 
understood  that  the  mortality  during  early  years  of 
insurance  is  comparatively  light,  and  the  theory  of 
adverse  selection  by  discontinuances  had  been  exploited 
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long  before  Dr.  Sprague's  time.  Indeed,  in  the  analysis 
which  actuaries  made  of  the  mortuary  experience  of 
the  Equitable  Society  when  first  published,  they  clearly 
distinguished  the  effects  of  adverse  selection  for  twenty 
years  after  entry.  But  Dr.  Sprague  discovered  that, 
in  the  later  experience  of  companies,  embodied  in  the 
data  for  the  Twenty  Offices'  table,  the  effects  of  favorable 
selection  appeared  to  wear  off  in  about  five  years.  So 
he  recommended  the  use  of  select  tables,  composed  of 
the  actual  experience  during  the  first  five  years  of  in- 
surance, combined  with  the  general  experience  upon 
lives,  admitted  more  than  five  years.  He  prepared 
and  published  the  monetary  tables  necessary  to  give 
his  views  effect. 

In  recent  years,  select  tables  have  come  into  more 
and  more  general  use  in  the  various  countries  of  the 
world.  So  long  ago  as  1863  Dr.  August  Zillmer,  a  great 
German  actuary  and  mathematician,  demonstrated  that 
the  net  level  premium  reserve  system,  as  usually  em- 
ployed, was  inaccurate,  and  should  be  modified.  Thus 
he  discovered  that,  owing  to  the  circumstance  that 
expenses  are  much  higher  the  first  year  of  insurance 
than  later,  the  reserve  which  the  usual  methods  brought 
out  was  neither  just  according  to  the  fundamental 
meaning  of  the  prospective  nor  of  the  retrospective 
formulas,  because  it  would  not  be  needed  to  make  good 
the  deficiencies  of  future  premiums,  the  original  pre- 
miums being  adequate  for  all  purposes;  nor  could  it 
have  been  accumulated  from  past  premiums,  the  con- 
ditions being  as  per  assumption,  and  the  incidence  of 
expenses  being  as  in  fact  it  is. 

This  view,  which  was  accepted  in  Germany  by  several 
companies  and  slowly  elsewhere  on  the  Continent,  found 
its  way  into  Great  Britain  in  the  eighties  and  the 
United  States  in  the  nineties.  It  was  championed  by 
Dr.  Sprague  and  by  Emory  McClintock,  but  as  applied 
only  to  whole  life  level  premium  policies,  i.e.,  with  a 
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reserve  put  up  the  first  year  on  endowment  and  limited- 
payment  policies,  out  of  the  premium  in  excess  of  the 
corresponding  whole  life  premium. 

Something  less  than  a  score  of  companies  adopted  it 
in  this  country,  with  such  restriction;  but  many  more 
applied  it,  by  treating  the  whole  first  year's  premium, 
whatever  the  plan  of  insurance,  as  a  premium  for  one 
year  term  insurance. 

In  1903,  co-operating  with  Emory  Mc  Clin  toe  k  and 
Henry  Moir,  I  brought  forward  a  formula  for  reserves, 
which  in  effect  makes  an  allowance  toward  covering 
the  cost  of  new  business,  equal  to  the  present  value  of 
assumed  mortality  gains,  due  to  fresh  medical  selec- 
tion. It  is  known  as  "select  and  ultimate/'  This 
has  been  discussed  in  the  Transactions  of  the  Actuarial 
Society  (1903);  Proceedings  of  the  Fourth  Interna- 
tional Congress  of  Actuaries  (1903) ;  Zeitschrift  fiir  die 
gesamte  Versicherungs-Wissenschaf t  (1903) ;  International 
Congress  of  Mathematics  (Rome,  1908) ;  Journal  of  Insti- 
tute of  Actuaries  (1908) ;  etc.  It  was  adopted  by  the 
Armstrong  Committee  (1906)  as  a  basis  for  their  recom- 
mendations of  minimum  reserve  standard  and  of  limita- 
tion of  cost  of  new  business  and  became  the  standard  for 
these  purposes,  prescribed  in  the  laws  of  New  York, 
enacted  that  year. 

Laws  and  regulations  of  approximately  the  same 
effect  as  regards  valuation  have  since  been  adopted  in 
New  Jersey,  Canada,  France,  Sweden,  and  Denmark; 
and,  as  regards  limitation  of  cost  of  new  business  in 
Wisconsin  and  New  Jersey. 

In  the  last  ten  years,  there  has  been  a  great 
development  in  the  application  of  actuarial  science  to 
problems  of  sickness  and  disability  insurance,  in  which, 
among  others,  Herr  G.  Schaerblin  of  Zurich,  Switzer- 
land; Prof.  Westergaard  of  Copenhagen,  Denmark; 
and,  in  the  United  States,  Arthur  Hunter,  Secretary 


INSURANCE  MATHEMATICS  119 

of  the    Actuarial  Society,  have  prominently  partici- 
pated. 

A  new  method  of  graduating  mortality  tables  by 
differences  and  summations  was  brought  forward  in 
1909  by  Mr.  George  King,  of  London,  which  has  come 
to  be  known  as  King's  Census  Method,  by  reason  of 
its  remarkable  power,  when  applied  to  data  to  which 
no  mathematical  expression  for  the  force  of  mortality, 
seems  to  be  adapted. 


CHAPTER  Vm 

MORTALITY  TABLES1 

Tables  of  mortality,  although  they  form  the  scientific 
basis,  were  very  little  used  for  life  assurance  purposes 
until  towards  the  end  of  the  eighteenth  century,  after  the 
Northampton  tables  had  been  published.  Other  tables 
were  in  existence  nearly  one  hundred  years  before,  one  of 
the  first  being  that  compiled  from  the  statistics  of  the 
population  of  the  town  of  Breslau  in  Silesia  by  the  British 
Astronomer-Royal,  Halley,  and  published  in  1692.  Halley 
at  the  same  time  advocated  correct  principles  for  annui- 
ties and  assurances,  which  were  not  adopted  until  nearly 
seventy  years  later. 

There  are  two  principal  sources  for  obtaining  such  in- 
formation as  is  necessary  for  compiling  a  good  mortality 
table,  namely: 

(1)  Population  statistics,  including  registers  of  births 
and  deaths;  and 

(2)  Life  assurance  statistics. 

Other  sources  are  occasionally  used,  such  as  particulars 
of  peerage  families  which  have  been  carefully  recorded 
and  published  for  many  generations;  widows'  and  pension 
funds;  employees  in  large  corporations;  army  and  navy 
statistics,  etc.,  etc.;  but  the  two  above  mentioned  are 
sufficient  for  our  present  consideration,  as  they  bring  under 
review  all  the  salient  features  of  mortality. 

In  order  to  form  tables  correctly  from  population 
records,  it  is  necessary  to  have  an  enumeration  of  the 

1  By  Henry  Moir.  Reprinted  from  pages  32-45  of  the  "Life  As- 
surance Primer11;  C.  C.  Hine's  Sons  Company.    New  York,  1904. 
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people  with  their  ages,  together  with  a  record  of  the  deaths 
which  take  place  and  the  ages  at  death.  Even  with  such 
statistics,  the  results  are  influenced  by  movements  in 
population  in  the  nature  of  emigration  or  immigration 
during  the  period  over  which  the  observations  extend. 
Frequently,  also,  when  an  enumeration  of  population  is 
taken,  the  ages  are  misstated  or  given  approximately. 
Discriminating  judgment  is  essential  in  dealing  with 
mortality  statistics  —  otherwise  erroneous  conclusions 
may  be  reached. 

The  Northampton  table  may  be  taken  as  an  interesting 
example  of  erroneous  construction,  because  Dr.  Price, 
who  published  the  table  in  1783,  ignored  several  important 
factors  affecting  the  mortality.  The  statistics  on  which 
he  based  his  results  consisted  of  a  record  of  the  deaths  in 
two  parishes  in  the  town  of  Northampton.  No  (enumera- 
tion of  the  population  was  taken,  but  the  tables  were 
formed  from  the  deaths,  with  ages  at  death.  Dr.  Price 
had  also  a  record  of  the  baptisms  which  had  taken  place 
in  the  community,  and  he  found  that  the  number  of 
deaths  exceeded  the  baptisms  in  the  period  under  obser- 
vation (1735-1780).  He  therefore  assumed  that  the 
additional  deaths  were  caused  by  immigration  into  North- 
ampton at  the  age  of  20.  As  a  matter  of  fact,  however, 
the  additional  deaths  were  largely  the  result  of  baptisms 
being  less  numerous  than  the  births.  There  were  many 
Baptists  in  the  town,  and  the  names  of  their  children  did 
not  appear  on  the  records  of  christenings.  The  baptismal 
records  were  on  an  entirely  different  basis  from  the  death 
records,  and  they  should  not  have  been  used  together. 
The  assumption  above  mentioned  was  therefore  inaccurate, 
and  moreover  the  mortality  of  the  two  parishes  from  which 
the  figures  were  taken  was  higher  than  the  average  of 
other  towns;  so  that  the  Northampton  table  was  in  several 
respects  unreliable.  It  was,  however,  extensively  used 
for  many  years;  and,  as  it  showed  excessive  mortality, 
large  profits  were  earned  by  life  assurance  companies 
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which  adopted  its  figures.  On  the  contrary,  annuity 
companies  suffered  severely  because  their  annuitants 
lived  longer  than  the  table  indicated.  It  is  a  strange  and 
unaccountable  fact  that  this  Northampton  table  is  still 
used  in  the  United  States  for  certain  legal  purposes,  and 
in  some  courts  appears  to  be  the  only  recognized  table  of 
mortality. 

On  the  other  hand,  the  Carlisle  table  may  be  quoted 
as  one  which  was  prepared  on  scientific  principles  and 
from  satisfactory  statistics.  This  table  was  published 
in  1815  by  Joshua  Milne.  It  was  constructed  from  a 
census  of  the  population  of  two  parishes  in  Carlisle  in 
1780,  and  the  deaths  in  the  same  parishes  from  1779  to 
1787  inclusive.  It  is  usually  supposed  that  a  second 
census  was  taken  in  1787;  but  the  figures  themselves  in- 
dicate that  this  is  doubtful.  Anyhow,  it  was  found  that 
an  increase  (treated  as  being  exactly  1000)  in  the  popula- 
tion had  taken*  place,  and  allowance  had  to  be  made  for 
this  increase  as  affecting  the  deaths  also,  so  that  the  ratio 
of  the  deaths  to  the  numbers  living  could  be  satisfactorily 
obtained.  There  was  a  larger  proportion  of  female  than 
of  male  lives  included  in  the  statistics,  and  the  result  was 
to  show  li  jht  mortality  at  the  older  ages.  The  table  has 
been  very  extensively  used,  and  even  to  the  present  day 
is  considered  of  great  value,  especially  in  the  calculation 
of  survivorship  benefits.  For  general  life  assurance  pur- 
poses, however,  it  has  been  superseded  by  tables  formed 
from  mortality  amongst  assured  lives. 

Mortality  tables  from  the  general  population  of  England 
have  been  formed  on  five  occasions,  the  latest  having  been 
published  in  1897,  dealing  with  the  period  from  1881  to 
1890.  The  mortality  of  the  entire  population  was  given 
and  compared  with  that  in  various  occupations.  A  most 
useful  series  of  tables  was  submitted,  with  details  of 
mortality  in  one  hundred  different  occupations,  showing 
not  only  the  mortality  rates  in  those  occupations,  but 
giving  also  the  causes  of  death. 
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One  of  the  population  tables  has  received  more  promi- 
nence than  others,  namely;  the  healthy  English  table. 
It  was  formed  by  Dr.  Farr  from  the  census  returns  of  1851, 
and  the  records  of  the  births  and  deaths,  from  1848  to  1853 
inclusive,  in  63  of  the  healthiest  registration  districts  of 
England  and  Wales.  In  all  of  these  districts  the  mortality 
of  the  general  population  did  not  exceed  the  rate  of  17 
annual  deaths  to  1000  living;  and  at  the  census  of  1851 
the  total  population  in  these  selected  districts  was  nearly 
one  million  persons,  of  whom  about  493,000  were  males 
and  503,000  females.  The  mortality  of  the  sexes  was 
investigated  separately.  This  table  (male  section)  was 
selected  by  a  committee  of  the  Actuarial  Society  of  America 
for  comparison  with  the  specialized  mortality  afterwards 
referred  to,  with  slight  modifications  at  ages  under  21  and 
at  ages  from  51  to  60,  and  with  a  special  adjustment  for 
the  reduced  mortality  arising  from  medical  selection 
during  the  first  five  years  of  assurance.        * 

The  records  of  life  assurance  companies  are  almost  free 
from  the  errors  and  misstatements  to  which  population 
statistics  are  subject.  The  ages  of  those  who  take  out 
policies  are  correctly  taken,  and  a  complete  record  is  kept 
from  which  can  be  obtained  the  number  under  observation 
at  any  age,  and  the  number  of  deaths  which  take  place 
amongst  them.  The  first  table  formed  from  the  experi- 
ence of  a  life  assurance  company  was  prepared  by  Mr. 
Arthur  Morgan,  Actuary  of  the  old  Equitable  Society, 
and  published  in  1834.  The  records  of  any  individual 
company  are  not,  however,  so  valuable  as  records  formed 
from  a  group,  because  individual  companies  have  fre- 
quently peculiar  conditions  affecting  their  mortality, 
while  a  group  is  more  likely  to  represent  a  fair  average, 
such  as  may  be  equaled  by  any  well-managed  corpora- 
tion. 

Accordingly,  in  1843,  there  was  published  the  experience 
of  17  life  assurance  companies,  now  known  in  America 
as  the  "Actuaries"  or  the  "Combined  Experience"  table. 
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The  statistics  from  which  that  experience  was  compiled 
embraced  nearly  84,000  policies  running  from  1762  to 
1833,  of  which  nearly  14,000  terminated  by  death.  The 
average  duration  of  all  the  policies  was  less  than  eight  and 
one-half  years.  The  mortality  amongst  females  was  taken 
out  separately  and  it  was  found  that  between  ages  20  and 
50  the  mortality  was  considerably  heavier  than  amongst 
males,  but  the  reverse  was  the  case  above  age  50. 

This  condition  as  regards  male  and  female  mortality 
has  been  confirmed  from  many  other  sources.  Amongst 
annuitants,  however,  even  at  the  younger  ages  the  mor- 
tality of  females  is  less  than  that  of  males;  and  a  careful 
distinction  must  therefore  be  drawn  regarding  the  nature 
of  the  contract  entered  into.  The  reason  for  the  different 
condition  at  younger  ages  probably  is  that  annuities  are 
generally  purchased  on  the  lives  of  spinsters  and  widows 
in  good  circumstances;  while  in  life  assurance  transactions 
the  same  conditions  do  not  so  frequently  apply. 
7  The  American  experience  table  of  mortality,  now 
recognized  as  the  standard  table  in  the  United  States,  was 
formed  by  Sheppard  Homans  and  was  first  published  in  a 
schedule  attached  to  an  act  passed  by  the  legislature  of 
the  State  of  New  York  on  May  6, 1868.  The  author  never 
gave  full  particulars  of  the  data  employed.  It  is  gener- 
ally supposed  that  he  used  the  mortality  statistics  deduced 
from  the  experience  of  the  Mutual  Life  Insurance  Com- 
pany of  New  York  as  his  basis,  but  these  figures  were  in- 
adequate at  the  older  ages  and  accordingly  he  must  have 
arbitrarily  adjusted  the  table.  It  has  been  very  much 
used,  and  has  grown  in  popularity  because  it  is  found 
to  represent  faithfully  the  American  mortality  amongst 
assured  lives  after  the  first  effects  of  selection  have  dis- 
appeared. It  is  now  generally  prescribed  in  the  state  laws 
as  the  standard  for  valuation  purposes.  Moreover,  the 
table  has  been  successfully  graduated  by  Makeham's  law 
of  mortality,  so  that  the  calculation  of  complex  benefits  is 
thereby  made  comparatively  simple. 
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Many  other  important  tables  of  mortality  have  been 
formed,  but  there  is  no  need  to  enter  into  minute  details 
of  these,  as  such  details  do  not  involve  particular  princi- 
ples. Three  different  tables  have  been  constructed  from 
the  experience  of  annuitants,  more  or  less  directly  con- 
nected with  the  British  government  schemes.  The  first 
two  of  these  tables,  published  in  1829  and  1863  respect- 
ively, included  some  special  lives  carefully  selected  by 
speculators  who  purchased  annuities  and  drew  the  pro- 
ceeds for  their  own  advantage,  a  practice  which  was  after- 
wards discontinued  by  law  in  Great  Britain.  They  also 
included  certain  old  tontine  funds  formed  in  the  seventeenth 
and  eighteenth  centuries.  But  the  last  of  such  tables, 
published  in  1883,  gave  statistics  of  government  annuitants 
only.  The  rates  of  mortality  shown  by  the  three  sets  of 
tables  do  not  differ  to  any  material  extent,  and  they  all 
prove  that  female  annuitants  are  much  healthier  than 
male.  The  same  feature  is  still  more  marked  in  the  latest 
publication  relating  to  the  mortality  amongst  annuitants, 
namely:  the  British  Offices  Life  Annuity  Experience, 
published  in  1903.  For  example,  the  expectation  of  life 
at  age  50  of  a  male  annuitant  is  20.7  years,  while  the  cor- 
responding expectation  of  a  female  annuitant  is  almost 
23  years.  This  experience  embraced  a  period  from  1863 
to  1893,  and  included  particulars  of  about  10,000  male 
lives  and  25,000  female  lives. 

The  most  important  investigations  of  recent  years  are 
those  conducted  by  the  British  actuaries  covering  the 
period  from  1863  to  1893.  There  are  three  particular 
features  of  that  experience  which  had  never  before  re- 
ceived so  much  attention  and  care,  namely :  —  the  tracing 
of  the  mortality  (1)  according  to  the  duration  of  the 
policy,  and  (2)  according  to  the  kind  of  policy  taken;  and 
(3)  the  publication  of  full  tables  of  withdrawals.  All  of 
these  are  important  influences,  and  as  regards  the  mor- 
tality in  policy  classes,  it  was  clearly  proved  that  endow- 
ment policies,  and  those  which  call  for  heavy  premiums 
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in  proportion  to  the  risk,  were  subject  to  lighter  mortality 
rates  than  whole  life  policies  and  other  forms  where  the 
premium  rate  is  light  as  compared  with  the  risk  incurred. 
The  reason  for  this  is  that  those  who  take  limited  pay- 
ment and  endowment  assurance  policies  are  generally 
well-to-do  people  in  their  own  sphere,  thrifty  and  prudent, 
who  look  to  the  future  and  prefer  a  little  self-sacrifice  now 
if  it  will  provide  greater  comfort  hereafter.  The  prudence 
they  show  in  their  life  assurance  is  an  index  to  their  whole 
mode  of  life,  and  the  discretion  they  exercise  is  rewarded 
by  length  of  days.  The  most  important  tables  are  those 
based  upon  ordinary  whole  life  policies  with  profits,  and 
in  that  class  more  than  550,000  lives  were  included. 
The  effects  of  selection  in  that  class  of  policy  were  also 
carefully  analyzed  for  each  year  during  the  first  ten  years 
of  duration,  and  full  monetary  tables  have  been  published. 
The  following  table  shows  the  classes  of  policies  which 
were  separately  investigated,  and  gives  also  the  number 
of  lives  included  in  the  aggregate  observations : 

Maldives:                                      No.  of  Lives.  Yean  of  Risk. 

(1)  Whole  Life  Assurances,  With  Profits 561,838  7,056,863 

(2)  Whole  Life  Assurance,  Without  Profits 66,807  602,691 

(3)  Endowment  Assurances,  With  and  Without 

Profits 132,043  897,673 

(4)  Whole  Life,  Limited  Premiums 36,839  410,261 

(6)  Whole  life,  Ascending  Scale    23,288  207,709 

(6)  Joint  life  Assurances 9,196  90,171 

Over 

(7)  Contingent  Survivorship  Assurances  3,482  16,600 

Over 

(8)  Temporary  Assurances 11,603  36,000 

Female  Lives: 

(1)  Whole  Life  Assurances,  With  Profits 42,293  607,042 

(2)  Whole  Life  Assurances,  Without  Profits    . .      11,060  112,010 

(3)  Joint  life  Assurances 7,222  77,078 

The  Female  Lives  in  the  other  classes  are  so  few  as  to 
be  of  no  value  statistically. 
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The  mortality  amongst  lives  assured  who  take  policies 
with  the  right  to  participate  in  surplus  is  noticeably 
lighter  in  Great  Britain  than  that  amongst  those  who  take 
non-participating  policies.  The  reason  probably  is  that 
non-participating  policies  are  generally  effected  on  the 
lives  of  borrowers  and  for  financial  reasons;  and,  as  already 
stated,  debtors  and  borrowers  are  not  on  the  average  so 
healthy  as  thrifty  people.  There  is  reason  to  believe, 
however,  that  the  same  condition  does  not  hold  in  America. 
It  is  thought  rather  that  the  opposite  effect  is  experi- 
enced, viz.;  that  non-participating  policy-holders  are  subject 
to  lighter  mortality  rates  than  those  who  take  policies 
with  the  right  to  participation.  The  reason  is  that  non- 
participating  policies  in  America  are  taken  with  a  purpose 
in  view  entirely  different  from  that  above  outlined;  in 
many  cases  this  form  is  taken  as  the  result  of  extreme 
conservatism. 

One  very  important  investigation  recently  completed 
was  that  made  by  the  Actuarial  Society  of  America  into 
special  classes  of  assured  lives.  In  all  there  were  98 
separate  classes  of  risks,  covering  a  wide  range  of  ma- 
terial, and  the  particulars  of  about  two  and  one-half 
millions  of  lives  were  furnished  by  the  American  life 
assurance  companies.  The  classes  of  risks  may  be  generally 
described  as  follows: 

(1)  Policies  for  large  amounts:  one  class  over  $20,000. 

(2)  Policies  granted  on  terms  other  than  applied  for  (2 
classes). 

(3)  Nationality:  divided  into  4  classes. 

(4)  Occupation:  divided  into  35  classes  and  covering 
army,  navy,  and  marine  service;  the  more  important 
hazardous  trades;  liquor  dealing;  and  railway  service. 

(5)  Personal  disability:  covering  32  classes,  including 
past  history  of  diseases  such  as  gout,  blood-spitting,  etc., 
unusual  weights  and  unusual  heights. 

(6)  Family  history  unsatisfactory:  covering  2  classes 
dealing  respectively  with  cancer  and  insanity. 
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(7)  Place  of  residence:  22  classes,  each  relating  to  a 
different  county  in  the  United  States. 

The  mortality  experience  in  these  different  classes  was 
compared  with  a  table  which  was  adopted  as  representing 
standard  mortality  amongst  healthy  lives,  with  allowance 
for  the  effects  of  medical  selection  during  the  first  five 
years  from  the  date  of  issue.  Great  care  must  be  exer- 
cised in  making  use  of  the  results  of  this  investigation, 
and  discriminating  judgment  is  necessary  because  of  two 
important  considerations  which  an  inexperienced  refer- 
ence to  the  published  tables  might  not  at  first  reveal. 
The  first  and  most  important  is  that  the  lives  assured  in 
these  special  classes  were  all  accepted  by  assurance  com- 
panies; and  presumably,  therefore,  they  represented  the 
very  best  material  from  these  special  classes.  One  promi- 
nent example  may  be  given  by  way  of  illustration,  namely, 
the  class  relating  to  personal  history  where  the  applicant 
"has  had  blood-spitting."  The  rate  of  mortality  shown 
in  that  class  is  only  108  per  cent,  of  the  tabular  rate  adopted 
as  representing  normal  mortality.  This  cannot  be  con- 
sidered as  the  true  mortality  amongst  people  generally  \ 
who  have  suffered  from  blood-spitting;  but  it  does  repre- 
sent the  mortality  which  was  experienced  by  assurance 
companies  on  lives  accepted  who  had  disclosed  this  feature 
in  their  past  history.  It  may  be  taken  as  certainty,  how- 
ever, that  any  person  giving  a  history  of  blood-spitting 
within  a  period  very  shortly  before  the  date  of  taking  a 
policy  would  be  absolutely  rejected;  and  moreover,  even 
in  the  case  of  a  history  of  blood-spitting  some  years  before 
the  date  of  application,  the  case  would  be  declined  unless 
the  physique  of  the  applicant  in  other  respects  were  almost 
perfect.  If  any  applicant  showed  an  under-average 
physique,  and  gave  at  the  same  time  a  history  of  blood- 
spitting,  he  would  almost  to  a  certainty  be  declined  by 
any  assurance  company.  The  statistics  do  not  always  • 
indicate  the  average  mortality  amongst  persons  coming  k  r\ 
within  any  one  of  the  specialized  classes;  but  only  the           *V 


MORTALITY  TABLES  129 

mortality  experienced  by  companies  on  lives  accepted  by 
them  —  ignoring  entirely  rejected  lives  of  the  same  class. 
Analogous  remarks  apply  to  many  other  cases;  and,  as 
already  stated,  the  results  must  be  used  with  great  care 
and  discrimination. 

The  second  consideration  is  not  of  so  much  importance 
—  it  is  the  question  as  to  whether  the  standard  table  has 
been  accurately  chosen  as  representing  the  average  mor- 
tality amongst  assured  lives  in  America.  If  the  standard 
show  high  mortality,  then  all  the  results  appear  more 
favorable  than  they  ought;  while  if  the  standard  be  low, 
then  the  opposite  effect  is  obtained. 

One  important  question  in  connection  with  the  mor- 
tality of  life  assurance  companies  is  the  effect  of  what  is 
called  selection.  Before  a  policy  is  issued  on  the  life  of 
any  person  he  has  to  undergo  a  medical  examination  and 
other  restrictive  tests  designed  to  set  aside  all  who  are 
below  a  certain  standard  of  vitality.  The  result  is  that 
persons  who  obtain  policies  of  assurance  are  subject  to 
lower  mortality  rates  than  the  general  population  at  the 
same  age,  and  particularly  is  this  noticeable  in  the  period 
immediately  after  the  policies  are  taken.  At  that  time 
there  are  none  but  healthy  lives;  of  course  even  those  are 
subject  to  accident  and  to  what  might  be  called  accidental 
diseases,  such  as  fevers^- pneumonia,  etc.  By  the  recent 
O(M)  experience  the  death  rate  per  thousand  amongst 
selected  lives  at  age  40  is  less  than  5.  In  the  course  of  a 
year  or  two,  however,  illnesses  of  a  more  permanent  nature 
make  their  appearance  amongst  policy-holders:  heart, 
lung,  and  brain  diseases  affect  the  lives  to  a  greater  or  less 
degree,  and  indeed  the  mortality  gradually  approximates 
to  the  same  rates  as  affect  the  classes  of  persons  from 
amongst  whom  the  selection  had  been  made.  At  the  same 
age  of  40,  amongst  persons  who  have  been  insured  for 
five  or  more  years  (i.e.,  who  effected  policies  at  35  or  a 
younger  age  and  were  40  at  date  of  investigation)  the 
death  rate  is  about   10  per  thousand,  or  more  than 
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double  the  rate  applicable  to  selected  lives  of  the  same 
age. 

Another  feature  which  has  received  a  great  deal  of 
attention  as  affecting  the  rate  of  mortality  is  the  right 
always  enjoyed  by  policy-holders  of  withdrawing  and 
lapsing  their  policies,  either  by  taking  a  surrender  value 
in  cash  or  otherwise.  The  opinion  was  formerly  held  quite 
generally  that  the  healthier  policy-holders  discontinued 
their  contracts,  while  those  who  were  unhealthy  and  could 
not  obtain  assurance  protection  elsewhere  continued  their 
policies  year  after  year.  It  was  therefore  thought  that 
the  effect  of  lapses  would  be  to  increase  the  average 
mortality  amongst  those  retaining  their  policies,  as  the 
tendency  would  be  to  lower  the  average  vitality  by  the 
withdrawal  of  an  undue  proportion  of  healthy  lives.  Of 
recent  years  it  has  been  pointed  out  that  policy-holders  who 
discontinued  their  contracts  do  so  more  frequently  because 
of  financial  embarrassment  than  because  they  are  healthy 
and  do  not  require  the  protection.  The  protection  offered 
by  life  assurance  is  more  thoroughly  appreciated  after  it 
is  possessed  than  before;  and  healthy,  prosperous  people 
value  the  benefits  more  than  the  improvident.  It  follows, 
therefore,  that  a  great  many  lapses  take  place  because  the 
policy-holder  has  fallen  into  irregular  habits,  and  it  is 
well  known  that  the  rate  of  mortality  affecting  such  people 
is  much  heavier  than  that  which  applies  in  the  case  of 
thrifty  and  prosperous  men.  Lapses  of  this  nature  tend 
to  improve  the  mortality  amongst  those  remaining,  be- 
cause they  reduce  the  proportion  which  the  unhealthy 
bear  to  the  total  number. 

As  is  indicated  above,  there  is  an  element  of  discrim- 
ination on  the  part  of  policy-holders  themselves  accord- 
ing to  the  class  of  policy  they  may  take.  Those  who  take 
policies  which  provide  large  assurance  protection  at  small 
rates  are  subject  to  heavier  mortality  than  those  who 
take  policies  of  investment  forms  which  require  larger 
premiums,  although  each  class  is  subjected  to  the  same 
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initial  tests  by  the  assurance  companies.  The  circum- 
stances and  the  basis  of  argument  are  exactly  the  same 
as  those  referred  to  in  the  preceding  paragraph.  Prosper- 
ous and  thrifty  people,  who  are  looking  to  the  future, 
prefer  investment  forms  of  policies  which  provide  not  only 
immediate  protection,  but  at  the  same  time  build  up  a 
capital  for  themselves  in  later  life.  The  man  who  is  strug- 
gling along  from  year  to  year  and  living  close  up  to  his 
income  may  feel  the  necessity  for  assurance  protection 
for  the  benefit  of  his  family  or  of  his  business,  but  he  strives 
to  obtain  this  protection  at  the  cheapest  possible  rate; 
and,  as  already  indicated,  men  of  this  temperament  are 
subject  to  heavier  mortality  rates. 

It  is  sometimes  said  that  if  a  company  were  to  issue 
policies  for  $1000  each,  on  the  life  of  every  person  passing 
along  a  certain  street  on  a  given  day,  without  medical 
examination  or  any  other  test,  and  at  the  ordinary  pre- 
miums for  the  respective  ages,  and  if  the  policies  were  duly 
maintained,  the  result  would  be  a  most  profitable  one  for 
the  company.  This  remark  is  probably  quite  correct; 
but  it  is  not  correct  to  pass  from  this  statement  as  is  fre- 
quently done  and  say  that  the  companies  could  afford  to 
take  all  who  apply  without  selection.  If  any  company 
were  to  do  this,  the  unhealthy  would  apply  for  large 
amounts,  because  it  is  easy  to  convince  an  unhealthy  man 
that  life  assurance  is  desirable;  while  on  the  other  hand 
the  healthiest  would  refuse  to  be  classed  amongst  them, 
and  would  rather  take  the  risk  upon  themselves.  In  like 
manner,  it  would  not  be  correct  to  accept  every  person 
passing  along  a  certain  street  for  such  amounts  as  they 
might  themselves  choose,  because  in  that  case  the  healthy 
would  take  small  amounts  and  the  unhealthy  large.  The 
average,  therefore,  would  not  be  maintained  because  there 
would  be  a  greater  preponderance  of  business  on  unhealthy 
persons. 

No  single  company  can  ever  afford  to  dispense  with 
careful  selection,  although  it  is  possible  that  at  some  time 
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in  the  dim  future,  when  social  science  has  developed  much 
more  fully  than  at  present,  the  companies  may  unani- 
mously agree  (or  legislation  may  require)  that  all  who 
apply  should  be  assured  for  an  amount  determined  accord- 
ing to  the  assessed  value  of  the  life.  Something  in  this 
direction  might  take  place  if  it  were  possible  to  assess  the 
monetary  value  of  a  person's  life  in  a  manner  similar  to 
the  assessing  of  the  value  of  property  for  fire  insurance; 
and  it  is  the  only  direction  in  which  it  would  seem  to 
be  possible  to  conduct  life  assurance  without  medical  exam- 
ination in  its  complete  sense. 

Various  plans  of  life  assurance  without  medical  examina- 
tion have  been  adopted  and  are  more  or  less  popular  in 
Great  Britain,  but  restrictive  measures  other  than  ex- 
aminations are  in  vogue  to  secure  that  the  experience 
under  such  policies  will  be  of  an  average  character.  Men- 
tion may  be  made  of  the  compulsory  assurance  of  employees 
in  the  service  of  large  corporations  where  every  person 
must  be  assured,  the  premium  being  often  payable  wholly 
or  in  part  by  the  employer.  In  such  case,  the  average  is 
maintained  because  the  assurance  is  obligatory  on  all. 
Or  again,  as  the  effects  of  medical  selection  are  supposed 
to  be  of  little  consequence  five  years  after  policies  have  been 
taken  out  (not  that  this  supposition  applies  to  individual 
cases  in  any  way,  but  only  on  the  average),  one  or  two 
companies  offer  policies,  subject  to  participation  in  the 
surplus  of  their  own  class,  and  with  the  proviso  that, 
during  the  first  three  or  five  years,  only  a  portion  of  the 
face  value  would  be  payable  in  event  of  death.  Another 
plan  which  has  been  found  very  successful  is  to  issue  only 
what  is  known  as  a  double  endowment  policy.  Under 
such  a  contract,  if  the  life  assured  were  to  survive  a  fixed 
period,  then  the  amount  payable  at  that  time  as  an  en- 
dowment would  be  double  the  amount  which  would  have 
been  paid  in  event  of  death  during  the  period.  In  this 
case,  also,  such  policy-holders  participate  in  the  surplus 
of  their  own  classes,  and  the  premiums  are  sufficiently 


MORTALITY  TABLES  133 

large  to  ensure  that  there  will  be  a  good  surplus  for  dis- 
tribution. 

These  plans  are  all  said  to  be  successful,  but  they  could 
not  under  existing  laws  be  practised  throughout  the 
United  States,  because  in  several  states  life  assurance 
companies  are  expressly  forbidden  from  issuing  policies 
unless  a  medical  examination  of  the  life  shall  have  been 
made  by  a  duly  qualified  examiner. 

When  the  rates  of  mortality  have  been  ascertained 
from  the  data  of  assurance  companies  or  from  population 
statistics,  it  is  usually  found  that  they  fluctuate  from  year 
to  year  and  do  not  run  smoothly.  For  example,  in  an 
individual  case  the  rate  of  mortality  at  age  30  might  be 
found  lower  than  at  age  29,  although  other  experiences 
would  indicate  that  the  contrary  should  be  the  case,  while 
at  age  31  again  the  rate  might  be  abnormally  high.  Such 
accidental  irregularities  are  to  be  expected,  more  par- 
ticularly if  the  numbers  under  observation  are  small;  and 
it  is  therefore  necessary,  in  order  to  obtain  a  mortality 
table  of  practical  utility,  to  submit  these  statistics  to  a 
process  known  as  "graduation."  Graduation  aims  at 
removing  irregularities  which  may  be  accidental,  without 
disturbing  what  may  be  peculiar  features  of  the  statistics 
investigated.  The  adjusted  results  should  be  compared 
with  the  ungraduated  figures.  The  tests  of  a  good  adjust- 
ment are  stated  to  be: 

(1)  General  regularity  in  the  mortality  rates; 

(2)  Close  agreement  in  the  total  number  of  deaths  in 
graduated  and  ungraduated  tables;  and 

(3)  The  frequency  in  change  from  positive  to  negative 
deviations,  which  indicate  that  the  original  figures  have 
been  closely  followed. 

The  simplest  methods  of  graduation  consist  merely  in 
smoothing  over  the  irregularities  by  averaging  the  results 
at  two  or  three  ages;  and  the  process  has  been  amplified 
from  this,  through  the  graphic  method,  by  which  the 
mortality  is  represented  by  a  diagram,  to  the  assumption 


134  YALE  READINGS  IN  INSURANCE 

of  a  law  of  mortality  which  has  been  found  to  adhere  very 
closely  to  the  facts  in  several  large  investigations,  and 
which  provides  great  facility  for  the  solution  of  complex 
problems.  It  is,  however,  outside  the  scope  of  an  element- 
ary work  to  enter  with  any  minuteness  into  this  subject, 
which  is  one  of  considerable  intricacy. 


CHAPTER  IX 


NET  PREMIUMS1 


After  a  table  of  mortality  and  a  rate  of  interest  are 
designated,  the  method  of  calculating  net  values  in  life 
insurance  is  simple  when  carefully  explained.  The  net 
premium  is  the  amount  that  will,  on  the  designated  data 
—  namely,  rate  of  interest  and  table  of  mortality  —  exactly 
effect  the  insurance.  In  this  calculation,  expenses  and 
profits  are  left  out  of  consideration. 

Life  insurance  calculations  are  made,  first  on  the  sup- 
position that  the  amount  insured  is  $1.  Having  obtained 
the  net  premium  that  will  insure  $1,  the  net  premium  that 
will  effect  similar  insurance  for  $100,  $1000,  or  any  other 
named  sum,  is  found  by  multiplying  the  net  premium  that 
will  insure  $1  by  the  sum  actually  insured.  It  is  assumed 
that  the  payment  of  the  premium  is  made  at  the  time  the 
insurance  is  effected;  this  is  called  the  beginning  of 
the  policy  year,  and  the  amount  insured  is  to  be  paid  at 
the  end  of  that  policy  year  in  which  the  insured  may  die. 

Interest  —  The  first  thing  to  be  considered,  in  making 
calculations  for  net  premiums,  is  the  method  by  which 
we  determine  the  amount  of  money  that  will,  when  in- 
creased by  interest  at  a  given  rate  per  annum,  compounded 
annually,  produce  $1  in  any  designated  number  of  years. 
Suppose  that  the  rate  of  interest  is  4  per  cent,  per  annum. 
The  amount  that  will  at  this  rate  produce  $1  in  one  year, 
when  the  principal  and  interest  thereon  for  one  year  are 

1  By  Gustavus  W.  Smith.  Reprinted  from  pages  13-33  of  "Notes 
on  Life  Insurance";  S.  W.  Green.    New  York,  1875. 
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added  together,  is  expressed  by  ~<  -  {§  «  $0.961538,  plus 
other  decimal  figures. 

If  the  rate  of  interest  is  4J  per  cent,  per  annum,  the 
amount  in  hand  that  will,  at  this  rate,  produce  $1  in  one 
year  is  expressed  by  ~Jg  «  jjjg  «  $0.956938.  In  general, 
divide  $1  by  one  plus  the  rate  of  interest,  in  order  to 
obtain  the  amount  that  will,  if  invested  at  this  rate  of 
interest,  produce  $1  in  one  year. 

Having  obtained  the  amount  that  will,  at  the  given  rate 
of  interest,  produce  $1  in  one  year,  in  order  to  obtain 
the  amount  that  will,  at  the  same  rate  of  interest  per 
annum,  produce  $1  in  two  years,  interest  being  compounded 
annually,  we  multiply  the  amount  that  will  produce  $1  in 
one  year  by  itself.  For  instance,  the  amount  that  will 
produce  $1  in  one  year  at  4  per  cent,  being  expressed  by 
j3i,  the  amount  that  will,  at  the  same  rate  of  interest, 
compounded  annually,  produce  $1  in  two  years,  is 
expressed  by  fa  X  ^  »  $0.924666. 

If  the  rate  of  interest  is  4}  per  cent.,  the  expression  be- 
comes i^5  X  Y3B  -  $0.915730. 

The  amount  that  will,  at  4  per  cent.,  produce  $1  in  three 
years  is  expressed  by  ^  X  ^  X  ^  -  $0.888996.  Interest 
being  4}  per  cent.,  the  expression  becomes  j^g  X  j^g  X  ^53 
-$0.876297. 

In  general,  to  obtain  the  amount  that  will,  if  invested 
at  any  given  rate  of  interest,  compounded  annually,  pro- 
duce $1  in  any  designated  number  of  years,  the  rule  is: 
Divide  $1  by  one  plus  the  rate  of  interest,  and  multiply  the 
quotient  by  itself  a  number  of  times  equal  to  the  number  of 
years  less  one.  That  is  to  say,  for  two  years,  multiply 
once;  for  three  years,  twice;  for  four  years,  three  times, 
and  so  on. 

These  calculations  have  been  made,  and  the  results, 
at  various  rates  of  interest,  have  been  placed  in  appended 
tables. 

There  is  at  present  one  table  of  mortality  in  quite  general 
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use  in  the  United  States.  The  American  Experience 
Table  of  Mortality  is  given  below.  It  will  be  noticed  that 
it  is  assumed  that  there  are  100,000  persons  living  at  age  10. 
In  the  column  headed  "deaths  each  year"  will  be  found 
opposite  age  10  the  number  that  will  die  between  age  10 
and  age  11.  This  will  leave  a  certain  number  living  at 
age  11.  This  number  is  placed  opposite  age  11,  in  the 
column  headed  "  number  living/'  and  opposite  age  11  in 
the  column  headed  "deaths  each  year"  is  placed  the  num- 
ber that  die  between  age  11  and  age  12. 


American  Exfkribncs  Table  of  Mortality 

Afe 

Number 
living 

Deaths 
Each 
Year 

Death 

Rate 

Per 

1000 

Expecta- 
tion of 
life 

Age 

Number 
living 

Deaths 
Each 
Year 

Death 
Rate 
Per 
1000 

Expec- 
tation 
of  Life 

10 

* 

100,fr)0 

749 

7.49 

48.72 

35 

81,822 

732 

8.95 

31.78 

11 

99,2M 

746 

7.52 

48.08 

36 

81,090 

737 

9.09 

31.07 

12 

98,505 

743 

7.54 

47.45 

37 

80,353 

742 

9.23 

30.35 

13 

97,762 

740 

7.57 

46.80 

38 

79,611 

749 

9.41 

29.62 

14 

97,022 

737 

7.60 

46.16 

39 

78,862 

756 

9.59 

28.90 

15 

96,285 

735 

7.63 

45.50 

40 

78,106 

765 

9.79 

28.18 

16 

95,550 

732 

7.66 

44.85 

41 

77,341 

774 

10.01 

27.45 

17 

94,818 

729 

7.69 

44.19 

42 

76,567 

785 

10.25 

26.72 

18 

94,089 

727 

7.73 

43.53 

43 

75,782 

797 

10.52 

26.00 

19 

93,362 

725 

7.76 

42.87 

44 

74,985 

812 

10.83 

25.27 

20 

92,637 

723 

7.80 

42.20 

45 

74,173 

828 

11.16 

24.54 

21 

91,914 

722 

7.85 

41.53 

46 

73,345 

848 

11.56 

23.81 

22 

91,192 

721 

7.91 

40.85 

47 

72,497 

870 

12.00 

23.08 

23 

90,471 

720 

7.96 

40.17 

48 

71,627 

896 

12.51 

22.36 

24 

89,751 

719 

8.01 

39.49 

49 

70,731 

927 

13.11 

21.63 

25 

89,032 

718 

8.06 

38.81 

50 

69,804 

962 

13.78 

20.91 

26 

88,314 

718 

8.13 

38.12 

51 

68,842 

1,001 

14.54 

20.2Q 

27 

87,596 

718 

8.20 

37.43 

52 

67,841 

1,044 

15.39 

19.49 

28 

86,878 

718 

8.26 

36.73 

53 

66,797 

1,091 

16.33 

18.7Q 

29 

86,160 

719 

8.34 

36.03 

54 

65,706 

1,143 

17.40 

18.09 

30 

85,441 

72Q 

8.43 

35.33 

55 

64,563 

1,199 

18.57 

17.40 

31 

84,721 

721 

8.51 

34.63 

56 

63,364 

1,260 

19.88 

16.72 

32 

84,000 

723 

8.61 

33.92 

57 

62,104 

1,325 

21.33 

16.05 

33 

83,277 

726 

8.72 

33.21 

58 

60,779 

1,394 

22.94 

15.39 

34 

82,551 

729 

8.83 

32.50 

59 

59,385 

1,468 

24.72 

14.74 
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American  Experience 

Table  oi 

'  Mortality  — 

Continued 

Afe 

Number 
Living 

Deaths 
Each 
Year 

Death 

Rate 

Per 

1000 

Expec- 
tation 
of  Life 

Age 

Number 
Living 

Deaths 
Each 
Year 

Death 
Rate 
Per 
1000 

Expec- 
tation 
of  Life 

60 

57,917 

1,546 

26.69 

14.10 

78 

18,961 

2,291 

120.83 

5.11 

61 

56,371 

1,628 

28.88 

13.47 

79 

16,670 

2,196 

131.73 

4.74 

62 

54,743 

1,713 

31.29 

12.86 

80 

14,474 

2,091 

144.47 

4.39 

63 

53,030 

1,800 

33.94 

12.26 

81 

12,383 

1,964 

158.60 

4.05 

64 

51,230 

1,889 

36.87 

11.67 

82 

10,419 

1,816 

174.30 

3.71 

65 

49,341 

1,980 

40.13 

11.10 

83 

8,603 

1,648 

191.56 

3.39 

66 

47,361 

2,070 

43.71 

10.54 

84 

6,955 

1,470 

211.36 

3.08 

67 

45,291 

2,158 

47.65 

10.00 

85 

5,485 

1,292 

235.55 

2.77 

68 

43,133 

2,243 

52.00 

9.47 

86 

4,193 

1,114 

265.68 

2.47 

69 

40,390 

2,321 

56.76 

8.97 

87 

3,079 

933 

303.02 

2.18 

70 

38,569 

2,391 

61.99 

8.48 
8.00 

88 

2,146 

744 

346.69 

1.91 

71 

36,178 

2,448 

67.66 

89 

1,402 

555 

395.86 

1.66 

72 

33,730 

2,487 

73.73 

7.55 

90 

847 

385 

454.54 

1.42 

73 

31,243 

2,505 

80.18 

7.11 

91 

462 

246 

532.47 

1.19 

74 

28,738 

2,501 

87.03 

6.68 

92 

216 

137 

634.26 

.98 

75 

26,237 

2,476 

94.37 

6.27 

93 

79 

58 

734.18 

.80 

76 

23,761 

2,431 

102.31 

5.88 

94 

21 

18 

857.14 

.64 

77 

21,330 

2,369 

111.06 

5.49 

95 

3 

3 

1000.00 

.50 

Various  other  tables  of  mortality  are  sometimes  used 
in  making  life  insurance  calculations,  but  it  is  not  necessary 
to  give  them  here.  Mortality  tables  are  all  based  upon 
statistical  information,  obtained  by  observation  and  ex- 
perience. It  is  assumed  that  each  insured  person  at  any 
particular  age  has  the  average  chance  of  living  for  one  year 
that  is  indicated  by  the  table  at  that  age. 

Manner  of  Using  the  Mortality  Table.  —  In  illustration 
of  the  calculation  of  the  chance  that  a  person  may  die 
during  any  given  time,  let  us  suppose  that  out  of  one 
hundred  persons  condemned  to  be  shot  on  a  given  day, 
all  are  reprieved  for  the  day,  except  one,  and  the  one  to 
be  shot  is  to  be  the  one  who  draws  the  black  ball  out  of  a 
box  containing  ninety-nine  white  balls  and  one  black 
one.    The  chance,  before  the  drawing,  of  any  particular 
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man's  getting  the  black  ball,  and,  therefore,  his  chance 
of  being  shot  that  day,  is  one  only  out  of  one  hundred.  If 
two  men  had  to  die  that  day,  each  individual's  chance, 
before  the  drawing,  of  getting  a  black  ball  would  be  twice 
as  great  as  it  was  before;  for  now  there  are  two  black  balls 
and  only  ninety-eight  white  ones  in  the  box.  The  chance 
in  this  case  would  be  two  out  of  one  hundred;  for  three 
persons,  three  out  of  one  hundred;  and  so  on  to  the  limit 
of  one  hundred  out  of  one  hundred  —  which  would  make 
it  certain  that  each  man  would  be  shot. 

To  apply  this  principle  to  life  insurance,  and  to  show 
that  the  amount  that  will  insure  $1,  to  be  paid  certain 
at  the  end  of  any  year,  when  multiplied  by  the  fraction 
which  represents  the  chance  that  the  person  will  die  dur- 
ing the  year,  gives  what  it  is  worth  to  insure  $1,  to  be  paid 
at  the  end  of  the  year,  in  case  the  insured  dies  during  the 
year:  let  us  suppose  that,  out  of  one  hundred  persons  alive 
at  the  beginning  of  the  year,  it  is  known  that  one  of  them, 
and  one  only,  will  die  during  the  year.  The  value  of  $1, 
to  be  paid  certain  at  the  end  of  one  year,  in  the  particular 
case  of  interest  at  4J  per  cent.,  is  $0.956938.  The  chance 
that  the  person  will  die  during  the  year  is  one  out  of  one 
hundred.  To  make  it  certain  that  his  heirs  will  obtain 
$1  at  the  end  of  the  year,  he  must  advance  $0.956938  at 
the  beginning  of  the  year.  But  the  $1  is  not  to  be  paid 
certain;  it  is  to  be  paid  only  in  case  he  dies.  Suppose  the 
whole  one  hundred  persons  are  insured;  then,  since  there 
is  but  one  to  die,  and  but  $1  to  be  paid,  each  person  will 
have  to  give  only  the  one  hundredth  part  of  $0.956938  in 
order  to  make  up  what  is  necessary  to  pay  this  $1  at  the 
end  of  the  year.  Therefore,  $0.956938  divided  by  100 
is  what  each  man  would  have  to  pay.  In  case  it  is  known 
that  two  persons  out  of  the  one  hundred  will  die,  the 
amount  requisite  to  effect  the  insurance  will  be  twice  as 
much  as  before,  because  $2  must  be  paid  certain  at  the 
end  of  the  year.  The  chance  that  each  person  may  die 
during  the  year  is  twice  as  great  as  in  the  first  case,  and 
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is  therefore  two  out  of  one  hundred;  and  the  amount  that 
each  person  will  have  to  pay  for  his  insurance  is  $0.956938, 
divided  by  100,  and  the  result  multiplied  by  2.  In  case 
it  is  known  that  all  of  them  will  die  during  the  year,  the 
fraction  which  represents  the  chance  that  any  particular 
individual  will  die  becomes  {%$,  or  unity.  This  represents 
the  certainty;  and  to  insure  $1,  to  be  paid  at  the  end  of  the 
year  to  the  heirs  of  the  insured,  in  case  he  dies  during  the 
year,  each  person  will  now  have  to  pay  \$$  of  $0.956938 
—  that  is  to  say,  each  must,  in  this  case,  pay  enough  to 
make,  with  interest  at  4}  per  cent,  added,  the  full  amount 
for  which  he  is  insured. 

To  Insure  $1  far  One  Year  at  Age  30.  —  The  American 
Experience  Table  shows  that  out  of  100,000  persons  living 
at  age  10,  there  will  be  85,441  living  at  age  30.  The  num- 
ber of  deaths  between  age  30  and  age  31  is  720.  There- 
fore, tH£i  *s  *he  fraction  which  represents  the  chance 
that  the  insured  will  die  before  he  is  31  years  of  age. 

The  present  value  of  $1  to  be  paid  certain  at  the  end  of 
one  year  has,  in  the  Tsase  of  interest  at  4}  per  cent.,  been 
found  to  be  equal  to  $0.956938.  Multiply  this  by  the  frac- 
tion sif  £i  which  represents  the  chance  that  the  insured 
will  die  during  the  year  between  age  30  and  age  31,  and 
we  have  $0.0081064.  This  is  the  value  of  the  risk  on  $1, 
or  what  it  is  worth  to  insure  $1,  to  be  paid  to  the  heirs  of 
a  person  at  the  end  of  one  year,  in  case  he  dies  during  the 
year,  the  age  of  the  insured  being  30  years  at  the  time 
he  takes  out  the  policy.  It  would  require  one  thousand 
times  as  much  to  insure  $1000  as  it  does  to  insure  $1,  and 
half  as  much  to  insure  half  a  dollar  as  it  does  a  whole 
dollar.  We  can  obtain,  by  using  the  mortality  table,  the 
fraction  representing  the  chance  that  a  person  of  any  given 
age  will  die  during  the  succeeding  year,  just  as  we  did  in 
this  case  for  age  30.  We  have,  therefore,  already  deter- 
mined the  means  for  calculating  the  sum  that  will  at  any 
age  insure  $1,  to  be  paid  to  the  heirs  of  the  insured  in  one 
year,  in  case  he  dies  during  the  year;  but  we  must  know 
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the  age  of  the  person,  the  rate  of  interest  must  be  fixed, 
and  a  mortality  table  must  be  available  for  use  in  the 
calculations. 

The  following  table  shows  the  net  amount  that  will 
insure  $1000  for  one  year  at  different  ages  from  20  to  70 
inclusive,  the  calculations  being  all  based  upon  the  Ameri- 
can Experience  Table  of  Mortality,  with  interest  at  4 
per  cent. 


Coot  of  Insurance  on  $1000  for  One  Year,  at  Different  Ages 

—  American  Experience 


Age 

Costot 

Age 

Cost  of 

Age 

Cost  of 

Insurance 

Insurance 

Insurance 

20  ... 

17.604 

37  ... 

$8,879 

64   ... 

$16,727 

21  ... 

7.663 

38  ... 

9.046 

66   ... 

17.867 

22  ... 

7.602 

39  ... 

9.218 

66  ... 

19.120 

23  ... 

7.662 

40  ... 

9.418 

67  ... 

20.616 

24  ... 

7.703 

41  ... 

9.623 

68  ... 

22.063 

26  ... 

7.764 

42  ... 

9.868 

69  ... 

23.769 

26  ... 

7.816 

43  ... 

10.113 

60  ... 

26.667 

27  ... 

7.881 

44  ... 

10.412 

61  ... 

27.769 

28  ... 

7.947 

46  ... 

10.734 

62  ... 

30.088 

29  ... 

8.024 

46  ... 

11.117 

63  ... 

32.638 

30  ... 

8.103 

47  ... 

11.639 

64  ... 

36.466 

31  ... 

8.183 

4o   •  •  • 

12.028 

66  ... 

38.686 

32  ... 

8.276 

49  ... 

12.602 

66  ... 

42.026 

33  ... 

8.383 

60  ... 

13.261 

67  ... 

46.816 

34  ... 

8.491 

61  ... 

13.981 

68  ... 

60.002 

36  ... 

8.602 

62  ... 

14,797 

69  ... 

64.679 

36  ... 

8.739 

63  ... 

16.706 

70  ... 

69.608 

In  further  illustration  of  the  question  of  net  premiums 
and  net  values  of  life  policies  in  case  the  insurance  is  for 
one  year  only,  we  will  suppose  that  the  age  of  the  person 
applying  for  insurance  is  40,  the  mortality  table  used  the 
Actuaries',  the  rate  of  interest  is  4  per  cent.,  the  insurance 
to  be  for  one  year,  the  amount  of  the  policy  $10,000,  and 
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the  policy-holder  is  a  fair  average  of  insured  lives.  What 
amount  in  hand  ought  to  be  paid  to  insure  $10,000  as 
above,  leaving  out  all  consideration  of  expenses,  and 
having  neither  gain  nor  loss  represented  in  the  chances 
of  the  transaction? 

We  will  first  determine  the  amount  that  will  insure  $L 
The  present  value  of  $1  to  be  paid  certain  at  the  end  of 
one  year,  interest  being  assumed  at  4  per  cent,  per  annum, 
is  equal  to  $0.961538.  From  the  mortality  table  we  find 
that  out  of  100,000  persons  living  at  age  10,  there  are 
78,653  living  at  age  40,  and  that  815  of  these  will  die 
during  the  year  between  age  40  and  age  41.  Therefore, 
tIHy  k  the  fraction  which  represents  the  chance  that  the 
insured  will  die  during  the  year;  and  this  multiplied  by 
$0.961538,  which  is  the  present  value  of  $1,  to  be  paid  cer- 
tain at  the  end  of  one  year,  will  gpve  what  it  is  now  worth 
to  insure  the  $1,  to  be  paid  in  case  the  insured  dies  during 
the  year,  or  $0.961538  X  ^Ufo  =  $0.009963432.  This, 
multiplied  by  10,000,  makes  $99.63,  plus  a  fraction  of  a 
cent,  which  is  the  net  premium  that  will  insure  $10,000, 
to  be  paid  to  the  heirs  of  the  person  insured  at  the  end  of 
one  year;  provided  he  dies  during  the  year. 

If  every  one  of  the  whole  78,653  had  been  insured  for 
one  year  in  the  sum  of  $10,000  each,  the  heirs  of  the  815 
who  died  were  respectively  entitled  to,  and  were  paid, 
$10,000  each.  The  aggregate  payment  of  losses  by  death, 
for  the  year,  amounted,  therefore,  to  $8,150,000.  The 
net  annual  premiums,  $99.63  each,  on  78,653  policies,  when 
increased  by  4  per  cent,  interest,  amounted  at  the  end  of 
the  year  to  $8,149,996.43. 

It  is  seen  from  this,  that  the  fraction  of  a  cent  omitted 
in  each  of  the  78,653  premiums  amounted,  in  the  aggregate, 
to  a  deficiency  of  $3.57,  in  paying  $8,150,000  losses  by 
death.  The  77,838  persons  who  did  not  die  during  the 
year,  in  this  case  receive  nothing.  They  are  not  entitled 
to  anything;  they  had  their  lives  insured  during  the  year; 
they  each  paid  in  advance  a  net  premium  amounting  to 
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$99.63;  the  whole  of  this,  and  net  interest  on  it,  has  gone 
to  pay  at  the  end  of  the  year  $10,000  to  the  heirs  of  each 
of  the  815  policy-holders  that  died  during  the  year. 

Net  Single  Premiums  for  Insurance  for  Whole  Life.  — 
What  sum  paid  in  hand  will,  uon  the  supposition  that  the 
mortality  table  and  rate  of  interest  designated  as  the  basis  of 
the  calculations  are  correct/9  be  the  exact  equivalent  of  $1 
insured,  to  be  paid  at  the  end  of  any  year  in  which  the 
insured  may  die?  In  other  words,  we  have  now  to  deter- 
mine the  amount  that,  if  paid  in  hand,  will  exactly  insure 
$1  for  whole  life.  The  problem  before  us  reduces  to  this, 
namely:  First >  calculate  the  present  value  of  the  amount 
requisite  to  effect  the  insurance  each  separate  year  that 
the  insured  may  live,  as  indicated  by  the  designated  table 
of  mortality.  Then  add  together  the  respective  amounts 
that  are  found  to  be  necessary  to  effect  the  insurance  each 
year,  and  their  sum  will  give  the  amount  that,  if  paid 
in  hand,  will  effect  the  insurance  for  whole  life. 

Assume  that  the  age  of  the  person  at  the  time  he  in- 
suses  is  40,  that  he  is  a  fair  average  of  insured  lives,  the 
table  <£  mortality  is  the  Actuaries',  and  the  rate  of  interest 
4  per  cent.,  compounded  annually.  We  have  already  found 
that  the  amount  necessary  in  this  case  to  insure  $1,  to  be 
paid  to£he  heirs  of  the  insured  in  case  he  dies  during  the 
first  yea*  —  that  is,  between  age  40  and  age  41  —  is 
$0.009963432.  Now  let  us  see  what  amount  of  money, 
if  paid  in  hand  at  the  time  the  policy  is  issued  (age  40),  will 
secure  $1  to  be  paid  to  the  heirs  of  the  insured  at  the  end 
of  two  years,  in  case  he  dies  in  the  second  year  from  the 
date  of  the  policy.  This  problem  is  solved  separately, 
and  the  amount  we  are  now  to  find  insures  only  against 
death  in  the  second  year. 

Find  the  amount  that  will,  if  invested  at  4  per  cent,  per 
annum,  compound  interest,  produce  $1  in  two  years.  To 
do  this,  we  have  to  divide  100  by  104;  this  gives  $0.961538, 
and  this  is  the  amount  that  will  produce  $1  in  one  year  at 
4  per  cent,  per  annum.    Multiply  this  by  itself,  and  we 
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have  $0.924556,  which  is  the  amount  that  will  produce  $1 
in  two  years  at  4  per  cent.,  compounded  annually. 

Now,  the  question  is,  what  fraction,  at  age  40  (the  time 
at  which  the  insurance  is  effected),  represents  the  chance 
that  the  insured  will  die  during  the  second  year  —  that 
is,  between  age  41  and  age  42? 

By  the  Actuaries1  Table  of  Mortality,  we  see  that  out 
of  78,653  insured  persons  living  at  age  40,  the  number  that 
will  die  between  age  41  and  age  42  is  826.  Therefore,  the 
fraction  826  divided  by  78,653  represents  at  the  time  this 
insurance  is  effected,  age  40,  the  chance  that  the  insured 
will  die  betweeen  age  41  and  age  42. 

Multiply  the  amount,  $0.924556,  that  will,  at  the  desig- 
nated rate  of  interest,  produce  $1  certain  in  two  years,  by 
the  fraction  Tf |fT  which  represents  the  chance  that  the 
$1  insured  will  have  to  be  paid,  and  we  have  $0.009705, 
which  is  the  amount  that  will,  if  paid  in  hand  at  age  40, 
insure  $1,  to  be  paid  to  the  heirs  of  the  insured  in  case  he 
dies  in  the  second  year. 

In  like  manner,  we  can  find  the  amount  that,  if  paid  in 
hand  at  age  40,  will  insure  $1  to  the  heirs  of  the  insured 
in  case  he  dies  in  the  third  year  —  and  for  each  and  every 
year  up  to  and  including  the  table  limit. 

Add  together  these  respective  yearly  amounts,  and  the 
result  gives  the  net  single  premium  that  will,  if  paid  in 
hand  at  age  40,  insure  $1  for  whole  life. 

The  amount  in  this  case  is  $0.38104;  multiply  this  by 
1000,  and  we  have  $381.04,  which  is  the  net  single  premium 
that  will  at  age  40  insure  $1000,  to  be  paid  to  the  heirs  of 
the  insured  at  the  end  of  any  year  in  which  he  may  die. 

Detailed  Calculation  of  Net  Single  Premiums  for  Whole 
Life  Policies. — In  illustration  of  this  subject,  we  will 
assume  that  the  age  of  the  insured  is  50.  The  amount 
insured  is  $1.  The  table  of  mortality  used  is  the  Ameri- 
can Experience,  and  the  rate  of  interest  is  4}  per  cent,  per 
annum,  compounded  yearly.  Opposite  age  50  in  the  fol- 
lowing table,  in  the  column  headed,  "  Value  in  hand  at  age 
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50,  o/$l,  to  be  paid  certain  at  the  end  of  each  respective  year" 
we  find  the  amount  10.956938.  This  is  the  amount  that 
at  4£  per  cent,  will  produce  SI  in  one  year,  and  it  is  obtained 
by  dividing  100  by  104$.  This  is  to  be  multiplied  by  the 
number  of  .deaths  during  the  year  between  age  50  and  age 
51 ;  this  number,  as  shown  by  the  mortality  table,  is  962, 
and  it  is  placed  in  the  following  table  opposite  age  50,  in 
the  column  headed,  "Number  of  Deaths."  In  the  next 
column',  which  is  headed,  "Number  living  at  age  50,"  we 
find  the  number  69,804;  this,  too,  is  taken  from  the  table 
of  mortality.  The  product  arising  from  multiplying 
$0.956938  by  962  is  divided  by  69,804,  and  the  result  is 
$0.013188.  This  is  the  amount  that  at  age  50  will  insure 
$1,  to  be  paid  to  the  heirs  of  the  insured  at  the  end  of  the 
year,  in  case  he  dies  between  age  50  and  age  51. 

Opposite  age  51,  in  the  same  table,  in  the  column  headed, 
"Value  in  hand,  at  age  50,  of  $1,  to  be  paid  certain  at  the 
end  of  each  respective  year,"  we  find  the  amount  $0.915730. 
This  is  the  amount  that  will  produce  $1  certain  in  two  years, 
when  invested  at  4$  per  cent,  per  annum,  compounded 
annually,  and  it  was  obtained  by  multiplying  ^  by 
j5q.  Multiply  this  by  1001,  which  is  the  number  of  deaths 
between  age  51  and  age  52,  and  divide  the  product  by 
69,804,  which  is  the  number  living  at  age  50,  and  we 
have  $0.013132.  This  is  the  amount  that,  if  paid  in  hand 
at  age  50,  will  insure  $1,  to  be  paid  to  the  heirs  of  the  in- 
sured at  the  end  of  the  second  year,  in  case  the  insured 
dies  in  that  year  —  that  is,  between  age  51  and  age  52. 

In  a  similar  manner,  the  calculations  as  shown  in  the 
table  are  made  each  respective  year  to  include  age  95, 
which  is  the  limit  of  the  table  of  mortality  we  are  now  using, 
and  the  sum  of  all  these  respective  yearly  values  gives  us 
$0.430037.  This  amount,  if  paid  in  hand  at  age  50,  will 
insure  $1  for  whole  life  on  the  data  assumed,  —  namely, 
the  American  Experience  Table  of  Mortality,  and  4}  per 
cent,  per  annum,  compounded  yearly. 

In  an  entirely  similar  manner,  the  calculations  can  be 
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made  at  any  age  included  in  the  table  of  mortality,  and  at 
any  designated  rate  of  interest. 

Having  found  the  net  single  premium  that  will  insure 
$1  at  any  age,  the  net  single  premium  that  will  insure  any 
other  amount  at  the  same  age  is  found  by  a  simple  propor- 
tion. 


Table.  —  Illustrating  the  Manner  or  Calculating  the  Net 
Single  Premium  tor  a  Whole-Lite  Policy  for  %l;  Issued  at 
Age  60  —  American  Experience,  4}  Per  Cent. 


Value  in  hand,  at 
afe  60,  of  $1.00, 

Number 

Number 

Value  in  hand  at  age 
50.  of  $1.00,  to  be 
paid  at  the  end  of 
each  respective  year, 
provided  the  insured 
dies  during  the  veer 

A* 

to  be  paid  certain 

at  the  end  of  each 

respective  year 

of 
Deathi 

Living  at 
AgeSO 

Age 

60  ... 

$0.966938  X 

962  + 

69,804  - 

10.013188 

50 

61  ... 

0.916730  X 

1001  + 

69,804  - 

0.013132 

51 

62  ... 

0.876297  X 

1044  + 

69,804  - 

0.013106 

52 

63  ... 

0.838661  X 

1091  + 

69,804  - 

0.013106 

53 

64  ... 

0.802461  X 

1143  + 

69,804  - 

0.013140 

54 

66  ... 

0.767896  X 

1199  + 

69,804  - 

0.013190 

55 

66  ... 

0.734828  X 

1260  + 

69,804  - 

0.013264 

56 

67  ... 

0.703186  X 

1325  + 

69,804  - 

0.013348 

57 

68  ... 

0.672904  X 

1394  + 

69,804  - 

0.013438 

58 

69  ... 

0.643928  X 

1468  + 

69,804  - 

0.013542 

59 

60  ... 

0.616199  X 

1546  + 

69,804  - 

0.013647 

60 

61  ... 

0.689664  X 

1628  * 

69,804  - 

0.013752 

61 

62  ... 

0.664272  X 

1713  + 

69,804  - 

0.013847 

62 

63  ... 

0.639973  X 

1800  + 

69,804  - 

0.013924 

63 

64  ... 

0.616720  X 

1889  + 

69,804  - 

0.013983 

64 

66  ... 

0.494469  X 

1980* 

69,804  - 

0.014026 

65 

66  ... 

0.473176  X 

2070  + 

69,804  - 

0.014032 

66 

67  ... 

0.462800  X 

2158  + 

69,804  - 

0.013998 

67 

68  ... 

0.433302  X 

2243  + 

69,804  - 

0.013923 

68 

69  ... 

0.414643  X 

2321  + 

69,804  - 

0.013787 

69 

70  ... 

0.396787  X 

2391  + 

69,804  - 

0.013591 

70 

71  ... 

0.379701  X 

2448  + 

69,804  - 

0.013316 

71 

72  ... 

0.363350  X 

2487  + 

69,804  - 

0.012946 

72 

73  ... 

0.347703  X 

2505  + 

69,804  - 

0.012478 

73 

74  ... 

0.332731  X 

2501  + 

69,804  - 

0.011921 

74 

^ 
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75  ... 

0.318402  X 

2476  + 

69,804  - 

0.011294 

75 

76  ... 

0.304691  X 

2431  + 

69,804  - 

0.010611 

76 

77  ... 

0.291571  X 

2369  + 

69,804  - 

0.009895 

77 

78  ... 

0.279015  X 

2291  + 

69,804  - 

0.009157 

78 

79  ... 

0.267000  X 

2196  + 

69,804  - 

0.008400 

79 

80  ... 

0.255502  X 

2091  + 

69,804  - 

0.007654 

80 

81  ... 

0.244500  X 

1964  + 

69,804  - 

0.006879 

81 

82  ... 

0.233971  X 

1816  + 

69,804  - 

0.006087 

82 

83  ... 

0.223896  X 

1648  + 

• 

69,804  - 

0.005286 

83 

o4  •  .  . 

0.214254  X 

1470  + 

69,804  - 

0.004512 

84 

85  ... 

0.205028  X 

1292  + 

69,804  - 

0.003795 

85 

86  ... 

0.196199  X 

1114  + 

69,804  - 

0.003131 

86 

87  ... 

0.187750  X 

933  + 

69,804  - 

0.002509 

87 

88  ... 

0.179665  X 

744  + 

69,804  - 

0.001915 

88 

o9  .  . . 

0.171929  X 

555  + 

69,804  - 

0.001367 

89 

90  ... 

0.164525  X 

385  + 

69,804  - 

0.000907 

90 

91  ... 

0.157440  X 

246  + 

69,804  - 

0.000555 

91 

92  ... 

0.150661  X 

137  + 

69,804  - 

0.000296 

92 

93  ... 

0.144173  X 

58  + 

69,804  - 

0.000120 

93 

94  ... 

0.137964  X 

18  + 

69,804  - 

0.000036 

94 

95  ... 

0.132023  X 

3  + 

69,804  - 

0.000006 

95 

Total   $0.430037 

If  the  insurance  is  for  a  limited  number  of  years  only, 
the  calculation  is  made  for  each  year  of  the  term,  and  the 
sum  of  these  yearly  amounts  will  give  the  net  single 
premium  that  will,  if  paid  at  the  time  the  policy  is  issued, 
insure  $1,  to  be  paid  to  the  heirs  of  the  insured  at  the  end 
of  the  year  in  which  the  policy-holder  may  die;  provided 
he  dies  before  the  expiration  of  the  term.  For  instance, 
suppose  the  insurance  at  age  50  is  to  continue  for  ten 
years  only ;  take  in  the  above  table  the  amounts  for  the 
first  ten  years,  their  sum  will  be  the  net  single  premium 
required. 

If  insurance  is  paid  for  at  age  50,  to  begin  only  at  the 
end  of  ten  years  from  that  time,  and  then  continue  for 
life;  the  net  single  premium  is  obtained  by  subtracting 
the  amount  that  will  at  age  50  insure  SI  until  age  60  from 
the  amount  that  will  at  age  50  insure  SI  for  life. 
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If  insurance  is  paid  for  at  age  50  to  begin  at  age  60,  and 
then  continue  for  ten  years  only,  subtract  the  net  single 
premium  that  will  at  age  50  insure  SI,  to  begin  at  age  70 
and  continue  for  life,  from  the  net  single  premium  that  will 
at  age  50  insure  $1,  to  begin  at  age  60  and  continue  for  life. 

The  net  single  premium  that  will  at  any  age  insure  SI, 
to  be  paid  at  the  end  of  any  designated  year,  provided  the 
insured  dies  in  that  year,  is  found,  as  before  stated,  by 
first  determining  the  amount  that  will  at  the  named  rate 
of  interest  produce  SI  at  the  end  of  the  designated  year, 
and  then  multiplying  this  amount  by  the  fraction  (obtained 
from  the  mortality  table),  which  represents,  at  the  time 
the  insurance  is  effected,  the  chance  that  the  insured  will 
die  in  the  designated  year. 

For  purposes  of  comparison  and  general  illustration,  the 
following  table  is  given,  showing  the  net  single  premiums 
that  will  insure  $1000  for  whole  life,  at  ages  from  20  to 
70  inclusive,  at  4  per  cent. : 

Net  Single  Premiums  —  American  Experience  —  Four  Per  Cent. 


Age 

Premium 

Age 

Premium 

Age 

Premium 

20  .... 

$247,798 

37  .... 

$343,088 

54  .... 

$514,307 

21  .... 

251.846 

38  .... 

351.245 

55  .... 

526.645 

22  .... 

256.076 

39  .... 

359.266 

56  .... 

539.153 

23  .... 

260.472 

40  .... 

367.575 

57  .... 

551.806 

24  .... 

265.042 

41  .... 

376.167 

58  .... 

564.589 

25  .... 

269.704 

42  .... 

385.060 

59  .... 

577.482 

26  .... 

274.737 

43  .... 

394.252 

60  .... 

590.457 

27  .... 

279.872 

44  .... 

403.751 

61  .... 

603.491 

28  .... 

285.207 

45  .... 

413.551 

62  .... 

616.557 

29  .... 

290.754 

46  .... 

423.659 

63  .... 

629.630 

30  .... 

296.514 

47  .... 

434.063 

64  .... 

642.687 

31  .... 

302.497 

48  .... 

444.762 

65  .... 

655.699 

32  .... 

308.713 

49  .... 

455.744 

66  .... 

668.630 

33  .... 

315.167 

50  .... 

467.046 

67  .... 

681.452 

34  .... 

321.862 

51  .... 

478.480 

68  .... 

694.137 

35  .... 

328.809 

52  .... 

490.207 

69  .... 

706.647 

36  .... 

336.022 

53  .... 

502.154 

70  .... 

718.960 
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Net  Annual  Premium  for  Whole-life  Policies.  —  Having 
shown  how  to  calculate  the  net  single  premiums  that  will 
insure  SI  for  whole  life  at  any  age  included  in  the  table 
of  mortality,  it  is  now  proposed  to  see  how  the  exact 
equivalent  can  be  determined  when  the  payments  are  made 
by  instalments  instead  of  by  one  sum  in  advance.  It 
is  usual,  in  ordinary  whole-life  policies,  for  the  companies 
to  charge,  and  the  insured  to  pay,  equal  annual  premiums, 
the  first  in  advance,  and  one  at  the  beginning  of  each 
following  year,  as  long  as  the  insured  is  alive.  When  the 
net  single  premium  at  any  age  has  been  accurately  cal- 
culated, the  question  arises,  What  is  the  net  annual 
premium,  under  the  conditions  just  named,  that  will 
be  the  precise  equivalent  of  this  net  single  premium  at 
the  time  the  policy  issued? 

When  this  net  annual  premium  is  accurately  determined, 
it  being  the  precise  money  equivalent  of  the  net  single 
premium,  and  the  net  single  premium  being  just  sufficient, 
on  the  data  designated,  to  effect  the  insurance,  it  follows 
that  its  precise  equivalent,  paid  in  equal  annual  premiums, 
will  also  be  just  sufficient  to  effect  the  insurance. 

To  solve  this  problem,  first  find  the  value,  at  any  named 
age,  of  a  whole-life  series  of  annual  premiums  of  SI  each, 
the  condition  being  that  the  first  payment  of  SI  is  to 
be  made  at  the  time  the  policy  is  issued,  and  that  SI  is 
to  be  paid  at  the  beginning  of  each  following  year,  as  long 
as  the  person  is  alive  to  make  the  payment.  When  this 
is  done,  the  problem  we  wish  to  solve  becomes  simple, 
because,  after  we  have  found,  at  any  named  age,  the  value 
in  hand  of  this  life  series  of  premiums  of  SI  each,  this 
amount  will  be  to  the  net  single  premium  at  thai  age  as  SI 
is  to  the  annual  premium  required.  We  will  use  the  Ameri- 
can Experience  Table  of  Mortality  and  4£  per  cent,  in- 
terest. 

The  first  thing,  then,  is  to  find  the  value  at  any  age  — 
say  50  —  of  a  life  series  of  annual  premiums  of  SI  each,  the 
first  to  be  paid  in  advance,  and  SI  to  be  paid  at  the  begin- 
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ning  of  each  following  year,  as  long  as  the  insured  is  alive 
to  make  the  payments. 

The  first  annual  payment  is  to  be  made  in  hand,  and  its 
value,  at  the  time  the  policy  is  issued,  is  SI.  The  value 
in  hand  of  SI,  to  be  paid  at  the  end  of  one  year,  interest 
being  4 \  per  cent,  per  annum,  is  100  divided  by  104 J; 
but  this  second  payment  is  not  to  be  made  certain,  but 
only  on  condition  that  the  insured,  aged  50,  will  be  alive 
at  age  51.  The  fraction  which,  at  age  50,  represents  the 
chance  that  the  insured  will  be  alive  at  age  51  is  equal 
to  the  number  living  at  age  51  divided  by  the  number 
living  at  age  50.  From  the  table  of  mortality,  we  find  the 
number  living  at  age  51  is  68,824,  and  the  number  living 
at  age  50  is  69,804.  The  fraction  in  this  case  is  therefore 
If  £H-    The  value,  at  age  50,  of  this  second  payment  of 

51  to  be  made  at  age  51,  in  case  the  insured  is  alive  to  make 
the  payment,  is  equal  to  ^m  *  S^ft-  *n  ^e  maaaer, 
the  value  of  the  third  payment,  which  is  to  be  made  at 
the  end  of  two  years,  in  case  the  insured  is  alive  at  that 
time  to  make  the  payment,  is  equal  to  ^  X  1345,  multi- 
plied by  the  fraction  which,  at  age  50,  represents  the 
chance  at  that  time  that  the  insured  will  be  alive  at  age 

52  to  make  the  third  payment.  This  fraction  is  equal  to 
the  number  living  at  52  divided  by  the  number  living  at 
50,  which  we  see,  from  the  table  of  mortality,  is  HMi? 
therefore  the  value  in  hand,  at  age  50,  of  the  third  payment 
of  SI ,  to  be  paid  only  on  condition  that  the  insured  is 
alive  at  age  52,  is  expressed  by  ^  X  ^  X  ^. 

In  a  manner  entirely  similar,  we  can  calculate  at  age  50 
the  value  in  hand  of  the  fourth  and  every  payment  of  the 
whole-life  series  to  the  limit  of  the  table.  This  has  been 
done,  and  the  sum  of  the  respective  values  in  hand,  at  age 
50,  of  the  whole-life  series  of  annual  premiums  of  SI  each, 
is  found  to  be  $13.235802. 
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Table.  —  Illustrating  the  Manner  or  Calculating  the  Value, 
at  Age  50,  of  a  Whole-Lite  Series  of  Annual  Payments  of 
$1  Each — the  First  Payment  to  be  Made  in  Hand,  and  One 
at  the  Beginning  of  Each  Following  Year,  as  Long  as  the 
Person  is  Alive  to  Make  the  Payment.  American  Experi- 
ence —  4J  Per  Cent. 


Age 

Value  in  hand,  at 
age  .50,  of  $1.00, 
to  be  paid  certain 
at  the  beginning  of 
each  year 

Number 
living  at 
beginning 

year 
Numerator 

Number 

living  at 

age  50 

Denominator 

Value  in  hand  at  age 
50,  of  $1.00,  to  be 
paid  at  the  begin- 
ning of  each  respec- 
tive year,  provided 
the  person  is  alive  to 
make  the  payment 

Age 

50  ... 

$1.000000  X 

69,804  -*» 

69,804  - 

91. 000000 

50 

51  ... 

0.956938  X 

68,842  -s- 

69,804  - 

0.943750 

51 

52  ... 

0.915730  X 

67,841  + 

69,804  - 

0.889978 

52 

53  ... 

0.876297  X 

66,797  + 

69,804  - 

0.838548 

53 

54  ... 

0.838561  X 

65,706  + 

69,804  - 

0.789331 

54 

55  ... 

0.802451  X 

64,563  + 

69,804  - 

0.742202 

55 

56  ... 

0.767896  X 

63,364  + 

69,804  - 

0.697051 

56 

57  ... 

0.734828  X 

62,104  4- 

69,804  - 

0.653770 

57 

58  ... 

0.703185  X 

60,779  -s- 

69,804  - 

0.612270 

58 

59  ... 

0.672904  X 

59,385  + 

69,804  - 

0.572466 

59 

60  ... 

0.643928  X 

57,917  h- 

69,804  - 

0.534273 

60 

61  ... 

0.616199  X 

56,371  + 

69,804  - 

0.497619 

61 

62  ... 

0.589664  X 

54,743  + 

69,804  - 

0.462437 

62 

63  ... 

0.564272  X 

53,030  h- 

69,804  - 

0.428677 

63 

64  ... 

0.539973  X 

51,230  + 

69,804  - 

0.396293 

64 

65  ... 

0.516720  X 

49,341  h- 

69,804  - 

0.365244 

65 

66  ... 

0.494469  X 

47,361  + 

69,804  - 

0.335490 

66 

67  ... 

0.473176  X 

45,291  + 

69,804  - 

0.307011 

67 

68  ... 

0.452800  X 

43,133  + 

69,804  - 

0.279792 

68 

69  ... 

0.433302  X 

40,890  h- 

69,804  - 

0.253821 

69 

70  ... 

0.414643  X 

38,569  + 

69,804  - 

0.229104 

70 

71  ... 

0.396787  X 

36,178  -*• 

69,804  - 

0.205647 

71 

72  ... 

0.379701  X 

33,730  + 

69,804  - 

0.183475 

72 

73  ... 

0.363350  X 

31,243  + 

69,804  - 

0.162629 

73 

74  ... 

0.347703  X 

28,738  h- 

69,804  - 

0.143148 

74 

75  ... 

0.332731  X 

26,237  + 

69,804  - 

0.125063 

75 

76  ... 

0.318402  X 

23,761  -*- 

69,804  - 

0.108383 

76 

77  ... 

0.304691  X 

21,330  ■*- 

69,804  - 

0.093104 

77 

78  ... 

0.291571  X 

18,961  -*- 

69,804  - 

0.079200 

78 

79  ... 

0.279015  X 

16,670  •*- 

69,804  - 

0.066632 

79 
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Table  — 

Continued 

A* 

Value  in  hand,  at 
age   60,  of   $1.00 
to  be  paid  certain 
at  the  beginning  of 
each  year 

Number 

living  at 

beginning 

of  each 

year 

Number 

living  at 

agepO 

Value  in  hand  at  age 
60.  of  $1.00,  to  be 
paid  at  the  begin- 
ning of  each  respec- 
tive year,  provided 
the  person  is  alive  to 
make  the  payment 

Age 

80  ... 

0.267000  X 

14,474  -*- 

69,804  - 

0.065363 

80 

81  ... 

0.266502  X 

12,383  + 

69,804  - 

0.045326 

81 

82  ... 

0.244600  X 

10,419  + 

69,804  - 

0.036494 

82 

83  ... 

0.233971  X 

8,603  + 

69,804  - 

0.028836 

83 

o4   • .  • 

0.223896  X 

6,955  + 

69,804  - 

0.022308 

84 

86  ... 

0.214264  X 

6,485  + 

69,804  - 

0.016835 

85 

86  ... 

0.205028  X 

4,193  + 

69,804  - 

0.012316 

86 

87  ... 

0.196199  X 

3,079  + 

69,804  - 

0.008654 

87 

oo    ■  .  . 

0.187760  X 

2,146  + 

69,804  - 

0.005772 

88 

80  ... 

0.179665  X 

1,402  + 

69,804  - 

0.003609 

89 

90  ... 

0.171929  X 

847  + 

69,804  - 

0.002086 

90 

91  ... 

0.164626  X 

462  + 

69,804  - 

0.001089 

91 

92  ... 

0.157440  X 

216  + 

69,804  - 

0.000487 

92 

93  ... 

0.160661  X 

79  + 

69,804  - 

0.000171 

93 

94  ... 

0.144173  X 

21  + 

69,804  - 

0.000043 

94 

96  ... 

0.137964  X 

3  + 

69,804  - 

0.000006 

95 

Total $13.235802 


Note.  —  The  remarks  that  follow  the  table  illustrating  the  calcula- 
tion of  the  net  single  premium  that  will  insure  $1  for  life  apply  to  the 
value,  at  any  age,  of  a  series  of  annual  payments  of  $1  for  a  designated 
term  of  years. 

Having  shown,  in  the  foregoing  table,  how  we  calculate 
the  value,  at  age  50,  of  a  whole-life  series  of  annual  premi- 
ums of  SI  each,  attention  is  called  to  the  fact  that  the  cal- 
culation of  the  net  value  at  any  other  age  of  a  similar 
series  of  premiums  can  be  made,  in  a  like  manner,  from 
any  table  of  mortality,  and  at  any  rate  of  interest. 
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Value  at  Different  Ages  or  a  Life  Series  of  Annual  Payments 
of  $1  Each  —  American  Experience  Table  of  Mortality  — 
4  Per  Cent.  Interest. 


Age 

Value 

Age 

Value 

Age 

Value 

20  ... 

$19.5679 

37  ... 

$17.0691 

64  ... 

$12.6280 

21  ... 

19.4620 

38  ... 

16.8676 

66  . . . 

12.3072 

22  ... 

19.3420 

39  ... 

16.6691 

66  . . . 

11.9820 

23  ... 

19.2277 

40  ... 

16.4431 

67  ... 

11.6630 

24  ... 

19.1089 

41  ... 

16.2196 

Oo  ... 

11.3207 

26  ... 

18.9864 

42  ... 

16.9884 

69  • . . 

10.9866 

26  ... 

18.8668 

43  ... 

16.7494 

60  ... 

10.6481 

27  ... 

18.7233 

44  ... 

16.6026 

61  ... 

10.3092 

28  ... 

18.6846 

46  ... 

16.2477 

62  ... 

9.9695 

20  ... 

18.4404 

46  ... 

14.9849 

63  ... 

9.6296 

oO  ... 

18.2906 

47  ... 

14.7144 

64  ... 

9.2901 

31  ... 

18.1361 

48  ... 

14.4362 

66  ... 

8.9618 

32  ... 

17.9736 

49  ... 

14.1607 

66  . . . 

8.6166 

33  ... 

17.8056 

60  ... 

13.8683 

67  ... 

8.2822 

34  ... 

17.6316 

61  ... 

13.6696 

68  . . . 

7.9624 

36  ... 

17.4610 

62  ... 

13.2646 

09  ■ .  . 

7.6272 

36  . . . 

17.2634 

63  ... 

12.9440 

70  ... 

7.3070 

To  obtain  the  net  annual  premium.  —  When  the  net 
single  premium  that  will  insure  SI  for  whole  life  has 
been  calculated,  and  the  value  at  the  designated  age  of  a 
whole-life  series  of  annual  payments  of  SI  each  is  known, 
we  obtain  the  net  annual  premium  that  will  insure  SI  for 
whole  life  at  that  age  by  the  following  rule:  Divide  the 
net  single  premium,  at  any  age  by  the  value  at  that  age 
of  a  whole-life  series  of  annual  payments  of  SI  each,  and 
the  result  is  the  net  annual  premium  that  will  insure  SI 
for  whole  life  at  that  age.  For  instance  (American  Expe- 
rience, 4£  per  cent.),  at  age  30,  the  net  single  premium  to 
insure  SI  is  $0.262609,  the  value  at  age  30  of  the  series 
b  of  SI  premiums  is  $17.1238,  therefore  we  have  the  pro- 
'  portion:  $17.1238  :  $0.262609 ::  $1  is  to  the  net  annual 
premium  that  at  age  30  will  insure  $1  for  whole  life. 
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Note.  —  It  follows,  too,  from  this  general  reasoning,  that  if  'it  is 
desired  to  convert  the  net  single  premium  into  a  limited  number  of 
annual  premiums,  or  equal  instalments,  for  a  specified  number  of 
years,  we  first  find  the  value  at  the  age  in  question  of  a  series  of  an- 
nual payments  of  $1  each  for  the  designated  term  of  years,  and  divide 
the  net  single  premium  by  this  value. 

The  following  table  shows  the  net  annual  premiums 
that  will  insure  $1000  at  different  ages,  from  20  to  70 
inclusive : 


Net  Annual  Premiums  —  American  Experience  —  4  Per  Cent. 

Afe 

Premium 

Afe 

Premium 

Age 

Premium 

20  .... 

$12,669 

37  .... 

$20,124 

54   .... 

$40,728 

21  .... 

12.047 

38  .... 

20.824 

55  .... 

42.792 

22  .... 

13.239 

39  .... 

21.566 

56  .... 

44.997 

23  .... 

13.547 

40  .... 

22.354 

57  ..,. 

47.353 

24  .... 

13.870 

41   .... 

23.192 

58  .... 

49.872 

25  .... 

14.211 

42  .... 

24.084 

59  .... 

52.568 

26  .... 

14.570 

43  .... 

24.988 

60  .... 

55.452 

27  .... 

14.948 

44  .... 

26.044 

61  .... 

58.539 

28  .... 

15.346 

45  .... 

27.122 

62  .... 

61.844 

29  .... 

15.767 

46   .... 

28.273 

63  .... 

65.385 

30  .... 

16.211 

47  .... 

29.499 

64  .... 

69.180 

31  .... 

16.680 

48  .... 

30.809 

65  .... 

73.248 

32  .... 

17.176 

49  .... 

32.207 

66  .... 

77.607 

33  .... 

17.700 

50  .... 

33.698 

67  .... 

82.279 

34  .... 

18.255 

51   .... 

35.288 

68  .... 

87.286 

36  .... 

18.842 

52  .... 

36.984 

69  .... 

92.649 

36  .... 

19.464 

53  .... 

38.794 

70  .... 

98.393 

Note. —  It  would  appear  that  the  tedious  process  by  which  the 
premium  at  age  50  is  calculated  in  the  above  chapter  must  be  repeated 
for  every  other  age.  To  find  the  premium  at  age  51,  for  example, 
.956938,  the  value  of  1  due  one  year  hence,  must  be  multiplied,  not  by 
962  but  by  1001  in  beginning  the  calculation  of  the  net  single  premium, 
and  corresponding  changes  would  have  to  be  made  to  the  last  age  of  the 
table;  likewise,  at  the  beginning  of  the  computation  |of  the  whole-life 
series,  or  life  annuity  due,  .956938  would  have  to  be  multiplied,  not  by 
68,842,  the  number  living  at  the  beginning  of  age  51,  but  by  67,841, 
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the  number  surviving  to  age  52.  Simple  arithmetic  offers  no  means 
by  which  the  successive  steps  involved  in  calculating  the  premium  at 
one  age  may  be  made  available  in  the  computation  of  the  premium  at 
any  other  age.  The  following  chapter  shows  how  actuaries,  by  reduc- 
ing to  formulae  the  procesHcs  described  in  this  chapter,  have  immensely 
shortened  the  labor  of  premium  calculations.  W.  H.  P. 


CHAPTER  X 

net  premiums1  Continued 

From  the  American  Experience  Table  we  see  that 
of  100,000  persons  alive  at  age  10,  only  99,251  live  one 
year.  The  chance,  therefore,  of  any  one  of  the  100,000 
persons  alive  at  age  ten  living  a  year  longer  is  evidently 
lWoVo  or  -992510.  We  see  from  the  same  table  that 
the  probability  of  a  person  ten  years  old  dying  in  one 
year  is  T  070 Vo  o  or  007490.  Now  since  a  person  must 
either  live  a  year  or  die  within  the  year,  the  sum  of 
the  probabilities  of  living  and  dying  should  equal  unity, 
in  accordance  with  the  Theory  of  Probabilities.  That 
is, 

Px  +  9,-1  (1) 

or  Ps  -  1  -  qs  (2) 

This  relation  is  illustrated  by  the  values  of  pw  and 

?w  just  given,  since  .992510  plus  .007490  *  1.000000. 

The  qx  column  being  given,  equation  (2)  enables  us  to 

construct  a  px  column. 

1  By  John  E.  Gore.  Parts  of  lectures  delivered  at  Yale  University, 
and  published  in  the  Yale  Alumni  Weekly,  November  18,  25,  1903. 

TTie  notation  used  in  this  Chapter  is  the  "International,"  which  is 
in  nearly  universal  use  by  actuaries:  — 

px        =  probability  of  living  one  year  at  age  x. 
qx         —  probability  of  dying  during  age  z. 
lx         —  the  number  living  at  age  x. 
lx  +  n  =  number  living  at  age  x  +  n. 
dx         ~  number  dying  at  age  x. 
4"         —  present  value  of  1  due  n  years  hence. 
Ox         —  present  value  of  a  life  annuity  of  1,  on  a  life  aged  z. 
Other  symbols  are  explained  in  the  text. 

W.  H.  P. 

156 


NET  PREMIUMS  157 

The  probability  of  a  person  x  years  old  living  two 
years  is  denoted  by  8ps  And  the  probability  of  his  living 
n  years  by  jpv  The  probability  of  a  person  x  +  1 
years  old  living  one  year  is  denoted  by  ps  +  i  and  the 
probability  of  a  person  x  +  n  years  old  living  one 
year  is  denoted  by  p9  +  n. 

From  the  illustration  already  given,  it  is  evident  that 

P.  -  ^l  (3) 

and  P.+i-H  <4> 

From  the  Theory  of  Probabilities  the  probability  of 
living  two  years  is  equal  to  the  probability  of  living  the 
first  year  multiplied  by  the  probability  of  living  the 
second  year.    Whence, 

iP.-P.XP.+i-  ±f*  (5) 

Similarly,  we  should  have 

-fc-^f-*  (6) 

Equation  (6)  could  have  been  derived  without  inter- 
mediate algebraic  steps,  as  follows:  If  lm  persons  are 
living  at  age  x  and  only  lx  +  n  survive  to  age  x  +  n,  the 
probability  of  a  person  x  years  old  living  n  years  is 
found  by  dividing  the  number  living  at  age  x  +  n  by 
the  number  living  at  age  x,  or 

A--JT- 

Referring  again  to  our  illustration  from  the  American 
Experience  Table  of  Mortality,  it  will  be  remembered 
that  the  probability  at  any  age  of  dying  in  a  year  may 
be  found  by  dividing  the  number  at  that  age  by  the 
number  living  at  the  same  age. 

That  is  . 

**~T  (7) 
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Suppose  it  to  be  required  to  know  how  much  each 
one  of  /,  persons  now  living  must  pay  at  the  present 
time  to  receive  1,  n  years  hence,  if  he  be  then  alive. 
After  n  years  only  lx  +  m  persons  of  the  original  lx  per- 
sons will  be  alive.  The  amount  to  be  received  at  that 
time  will  be  lx  +  n  since  each  person  then  living  is  to 
receive  1.  The  present  value  of  l9  +  n  to  be  received 
n  years  hence  is  v*  lx  +  n.  The  ls  persons  now  living 
must  therefore  pay  v*  lx  +  m,  and  the  share  to  be  paid. 

vnl 
by  each  person  is  — r2*2.     An  amount  to  be  received 

upon  a  given  life  attaining  a  certain  age  is  called  an 
Endowment,  or,  more  commonly,  a  Pure  Endowment, 
and  the  present  value  of  such  an  Endowment  payable 
at  the  end  of  n  years  if  a  person  now  aged  x  be  then 
living,  is  denoted  by  nET.     Hence  we  have 

E,  -  ^^  (8) 


»— # 


I, 


Equation  (8)  may  be  derived  in  another  manner. 
Survival  for  n  years  is  a  contingency,  and  the  present 
value  of  a  sum  whose  payment  depends  upon  a  con- 
tingency is  the  present  value  of  the  sum  certain  multi- 
plied by  the  probability  of  the  contingency  happening, 
that  is,  of  the  person  being  alive  to  receive  the  sum. 
The  value  of  1  certain  n  years  hence  is  v"  and  the  prob- 
ability of  a  person  x  years  old  being  alive  to  receive 

I 

the  sum  is  -y12.     Whence,  as  before, 


»E,  — 


V*h  +  n 


A  Life  Annuity  or  an  Annuity,  as  it  is  more  often 
called,  is  a  periodical  payment  of  a  sum  of  money,  its 
continuance  depending  upon  the  survival  of  a  given 
life  or  combination  of  lives.  For  convenience  it  is 
customary  to  denote  by  (x)  a  person  x  years  old.     The 
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simplest  form  of  Annuity  is  an  annuity  under  which  1 
is  payable  to  (x)  at  the  end  of  each  year  he  completes. 
Its  value  is  evidently  the  value  of  a  series  of  endow- 
ments of  1  payable  at  the  end  of  each  year  which  (x) 
completes.  Denoting  such  an  annuity  by  a9,  we  should 
then  have 

0a_^+^M  +  ^.+ +»— -Jl-»       (9) 

Substituting  x  +  n  for  x  in  equation  (10),  we  have 


(11) 


It  is  evident  from  (10)  that  with  the  help  of  an 
interest  table  and  a  table  of  mortality  these  values  could 
be  calculated  for  any  age.  The  calculation,  however, 
would  be  a  long  and  tedious  one,  especially  if  the  given 
age  were  a  young  one,  as  a  multiplication  must  be  per- 
formed for  each  succeeding  age  to  the  end  of  the  table. 
Furthermore,  the  results  obtained  in  finding  the  value 
of  a  for  one  age  would  be  of  no  assistance  in  finding  the 
the  value  for  any  other  age.  This  can  easily  be  seen  by 
comparing  equations  (10)  and  (11)  where  like  powers 
of  v  are  coupled  with  unlike  values  of  I,  so  that  inde- 
pendent calculations  must  be  made  for  each  term  of 
(11). 

This  difficulty  is  overcome,  however,  by  the  use  of 
a  very  simple  algebraic  device,  which  is  of  great  value 
in  all  calculations  involving  life  contingencies.  If  both 
the  numerator  and  denominator  of  the  second  member 
of  equation  (10)  be  multiplied  by  v*  the  value  of.  that 
member  will  not  be  changed  and  we  shall  have 

o, ^ (12) 
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where  the  index  of  v  is  always  the  same  as  the  suffix  of 
I.  Denote  v*lx  by  Ds  and  t>*+1Zx+i  by  Dx+1  and  so  on, 
and  we  shall  have 

as  «  =r \i6) 

Denoting  by  Nx  the  sum  of  all  the  values  of  D  from 
age  x  to  the  oldest  age  of  the  table,  and  similarly  by 
Nx+i  the  sum  of  all  the  values  of  D  from  age  x  + 1 
to  the  oldest  age  of  the  table,  we  have  ' 

«,  -  Igti  (14) 

(It  should  be  stated  here  that  the  symbol  Nx  has 
in  America,  a  meaning  different  from  the  meaning 
of  N,  in  Great  Britain.  In  British  text  books  and 
in  the  International  notation,  Nx  is  the  sum  of  all  the 
values  of  D  from  age  x  +  1  to  the  oldest  age  of  the 
table  and  corresponds  to  our  Nx+1.) 

In  connection  with  all  mortality  tables  used  for  life 
insurance  purposes  it  is  customary  to  construct  what 
are  known  as  the  Dx  and  Nx  columns.  These  columns 
and  others  —  to  be  explained  later  —  are  known  as 
Commutation  Columns.  The  D's  are  obtained  by 
calculating  v*  lx  for  every  age  of  the  table  and  the  N's 
by  summing  the  successive  values  of  D,  beginning  at 
the  oldest  age  of  the  table.  It  should  be  remembered 
that  the  values  of  D  and  N  have  no  meaning  what- 
ever in  themselves,  and  are  merely  the  result  of  an 
algebraic  device  enormously  reducing  life  insurance 
calculations. 

The  value  of  a  life  annuity-due,  that  is,  of  an  an- 
nuity whose  first  payment  is  immediate,  is  sometimes 
denoted  by  ax  but  more  commonly  in  America  by 
1  +  ax.  From  (12)  this  value  is  evidently  expressed 
by  the  following  equation 
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1+a,,1+^w^v,+ ^L,    (15) 

5=5 (16) 

D.+D.+i+D.+,+ +D«-i  n~ 

D,  ^'' 
N 

-5*  (18> 

Equation  (18)  will  be  referred  to  again,  as  it  is  used 
in  finding  the  annual  premium  that  must  be  paid  for 
life  for  certain  insurance  benefits. 

In  addition  to  Life  annuities  there  are  Deferred, 
Temporary,  and  Deferred  Temporary  annuities. 

An  annuity  deferred  n  years,  %\as,  is  one  to  be 
entered  on  after  n  years,  the  first  payment  to  be  made 
at  the  end  of  n  +  1  years,  if  (x)  be  then  living.  Such 
an  annuity,  n  years  hence,  would  be  worth  ax  +  n. 
To  find  its  value  now  we  must  multiply  it  by  v*  and 
also  by  the  probability  of  (x)  living  n  years,  that  is, 

by  v*  j>,  or  v%  -y2.    Hence 


K-*%P.XVhi  (19) 

ssVnL±-Xa^n  (20) 


I 


X 


To  obtain  the  value  of  n\ax  in  terms  of  the  com- 
mutation columns,  we  multiply  the  numerator  and 
denominator  of  (20)  by  v9,  as  before, 

n\aa-t^f*Xa.+n  (21) 

"^"X*^  (22) 

^x  ux  +  n 

_  Ng+n+i  ^23^ 
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A  temporary  annuity  for  n  years,  \nas,  is  found  as 
follows:  The  value  of  an  annuity  for  life  on  (x)  is 
worth  ax.  The  value  of  an  annuity  deferred  n  years, 
then  to  run  for  life,  is  n\ax.  Therefore,  the  value  of  an 
annuity  to  run  n  years  and  then  cease  is  the  difference 
between  a9  and  n\ax,  or 

\nas  «  a,  -  n\as  (24) 

~  D9  (25) 

An  annuity  to  be  deferred  n  years  and  then  to  run 
m  years,  is  called  a  deferred  temporary  annuity.  It  is 
evidently  equal  to  the  value  of  an  annuity  deferred  n 
years  less  the  value  of  an  annuity  deferred  n  +  ro 
years,  or 

•La -•!«.-•+ »tap  (26) 


Nx+w+i  —  Nx+w+w+i 


(27) 


If  the  annuity  just  explained  be  deferred  n  —  1 
years,  that  is,  if  the  first  payment  begin  n  years  hence 
and  the  annuity  then  consist  of  but  one  payment,  the 
equation  would  be 

.-iK-N'+"-DW'+',+1  (28) 


D 


(29) 


'»+» 


is,  therefore,  the  value  of  a  pure  endowment  of 

1  payable  n  years  hence.    We  have  already  seen  in 
equation  (8)  that  the  value  of  a  pure  endowment  is 

*U.  but  *U.    *+-l+.   or  5-t- 

l,        bU*        h      "       *l,     >    °r       D, 
We  have  then  a  new  expression  for  JEX 

„EX  =  %^  (30) 
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It  is  seen,  therefore,  that  by  the  use  of  the  D,  and 
Nx  commutation  columns  only  a  single  division  is 
necessary  to  find  the  value  of  a  pure  endowment,  an 
annuity,  an  annuity-due,  or  a  deferred  annuity,  and  only 
a  subtraction  and  a  division  to  find  the  value  of  a 
temporary  or  a  deferred  temporary  annuity. 

A  number  of  life  insurance  companies  will  sell  pure 
endowments  and  almost  all  companies  sell  annuities, 
although  annuities  and  pure  endowments  form  a  very 
small  part  of  the  business  of  American  companies. 

To  find  the  value  of  an  insurance  of  1  upon  (x), 
denote  such  value  by  A,.  Assume  lx  lives  on  each  of 
which  an  insurance  of  1  is  placed,  the  insurance  being 
payable  in  each  case  at  the  end  of  the  year  of  death. 
During  the  first  year  dx  persons  will  die,  and  at  the 
end  of  that  year  the  amount,  d9  must  be  paid.  At 
the  end  of  the  second  year  dx+1  must  be  paid,  at  the 
end  of  the  third  year,  dx+1,  and  so  on.  The  present 
value  of  all  these  payments  will  be 

which  is  the  amount  the  lx  persons  should  together 
pay  for  their  insurance.  The  amount  each  one  should 
pay  is  therefore  shown  in  the  equation 

^* 
Equation  (31)  would  enable  us  to  find  the  value  of 
an  insurance  of  1  at  any  age  of  the  table  but  the  calcu- 
lation would  involve  a  great  amount  of  labor.  Again 
we  may  resort  to  the  labor  saving  device  used  in  ob- 
taining the  Dx  and  N*  values.  Multiplying  both  numer- 
ator and  denominator  of  equation  (31)  by  v*  we  have 

*~  v*ls  K    ' 

Denoting  v*+ld9  by  CM,  t>x+*d,+i  by  Cx+1,  and  so  on, 
we  have 
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A. -  C*+C"M  +  C«-M  + +  C..,        (33) 

* 

Again  denoting  the  sum  of  the  C's  from  the  highest 
age  to  and  including  age  x  by  Mx,  and  the  sum  to  and 
including  age  x  +  1  by  Mx+1,  and  so  on,  we  have 

A,  -  w*  (34) 


D 


X 


Two  more  commutation  columns  known  as  the  C, 
and  M,  columns  may  be  constructed  in  a  manner 
similar  to  that  in  which  the  Ds  and  Nx  columns  are 
constructed.  That  is,  v*+lds  may  be  found  for  every 
age  of  the  table.  The  results  will  be  the  values  of  C. 
By  adding  the  successive  values  of  C,  beginning  at 
the  oldest  age  of  the  table,  the  values  of  M  will  be 
obtained.  Two  other  commutation  columns,  the  R« 
and  S,  columns,  are  sometimes  employed,  but  their 
use  involves  more  complicated  calculations  than 
need  be  explained  in  these  lectures. 

We  have  referred  to  deferred,  temporary,  and  de- 
ferred temporary  -annuities  and  their  formulas  were 
shown  to  be 

„K  =  %**  (23) 

A  =  N«-m-N»+.+i  (25) 

"^X 

I    n     -  N«  +  »  +  *  "~  N*  +  n  +  »+  i 

In  the  same  way  we  may  have  deferred,  temporary, 
and  deferred  temporary  insurances  and  their  values 
can  be  easily  shown  to  be 

M 
„|A,  =  -*±*  (35) 

^X 

|„A,  -  M'-M'+*  (36) 
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.|,Ax  =  M-+»-M»+»+»  (37) 

It  will  be  seen  that  the  Mx  column  bears  a  relation 
to  insurances  very  similar  to  the  relation  borne  by  the 
Ns  column  to  annuities. 

Since  A,  is  the  value  of  an  insurance  of  1  on  (x)  it 
is  the  amount  that  must  be  paid  to  insure  (x)'s  life 
and  is  called  the  Net  Single  Premium  for  an  insurance 
of  1  on  (x).  An  insurance  policy  for  which  Ax  is  the 
net  single  premium  is  known  as  a  Single  Premium  Life 
policy.  Comparatively  few  persons  are  able  to  pay  for 
their  insurance  by  a  single  premium.  It  becomes  neces- 
sary, therefore,  to  find  the  annual  premium  which  shall 
be  the  equivalent  of  the  single  premium.  Annual 
premiums  are  always  assumed  to  be  paid  at  the  begin- 
ning of  the  year.  We  have  already  seen  that  1  +  am 
will  purchase  an  annuity-due  of  1  to  (x).  If  we  wish 
to  know  what  annuity-due  1  will  purchase  we  must 
use  the  proportion  l+a,:l::l:  the  required  annuity- 
due,  which  is  - .   Since  1,  then,  will  buy  an  annuity- 

1        1+°*  A 

due  of  - ,  A,  will  buy  an  annuity-due  of  - — —,  which 

l+a9  ^  l+a9 

is  therefore  the  annual  premium  equivalent  to  a  single 

premium,  A,.     Denoting  the  annual  premium  by  P* 

we  have  p  A, 

P*  "  1+^  (38) 

For  practical  purposes  it  is  desirable  to  express  P, 
in  terms  of  the  commutation  columns. 

A,  «  =f,  from  equation  (34),  and  1  +  a9  »  =p,  from 

equation  (18),  whence 

M, 
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Therefore,  — x  is  the  net  annual  premium  to  be  paid 

for  life  by  (x)  for  an  insurance  of  1  on  his  life.    A 

policy  for  which  =r  is  the   net  annual  premium  is 

known  as  a  Whole  Life  policy. 

If  the  annual  premium  is  to  be  paid  for  a  limited 
number  of  years  instead  of  for  life  it  is  denoted  by  JP*, 
and  its  value  may  be  derived  as  follows :  The  value  of 
a  temporary  annuity-due  of  1  for  n  years  to  (x)  is 
evidently  the  difference  between  a  life  annuity-due 
and  a  life  annuity-due  deferred  n  years,  or  (1  +  aj  — 
v*nP%  (1  +  a«+ *)•    Since,  therefore, 

(l+oJ-v\pM  (l+ax+ll) 

will  purchase  a  temporary  annuity-due  of  1  for  n 
years  to  (x),  1  will  buy  a  temporary  annuity-due  of 


(l  +  as)-t>\px(l+ax+ll) 
and  A,  will  buy  a  temporary  annuity-due  of 

A; 

(l  +  a,)-t>\p,  (1  +  a^O 
So  that 

•P' "  (l  +  a,)-»V,(l  +  a,+J  (40) 

But,  as  already  demonstrated, 

A«-]p  (l  +  o,)  =  ^  and 

_  fir  +  n  vNg  +  n  _  Ng  +  » 

"    Dx   XD,+n       D, 
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Hence 


P  D« 


N,     Nx+ 


(41) 


A  policy  for  which  = £ —  **  ^e  net  annual 

premium  is  called  a  Limited  Payment  Life  policy. 

If  both  the  insurance  and  the  premiums  are  to  be 
temporary,  say  for  n  years,  the  annual  premium,  Pj*r 
will  be 

g»- ■"£"*•         (42) 

A  policy  for  which  =p —   *+<>  is  the  net  annual 

premium  is  known  as  a  Term  policy. 

We  have  already  seen  that  the  value  or  net  single 
premium  of  an  endowment  of  1  payable  to  (x)  if  he 

survive  n  years  is  -^r5.     By  the  same  process  as  that 

used  for  finding  the  annual  premium  for  life  insurance 
it  can  be  shown  that  the  annual  premium  for  n  years 
for  an  endowment  of  1  to  (x)  if  he  survive  the  n  years 

is  = — ^? — .     Therefore  the  annual  premium  which 

would  pay  for  an  insurance  of  1  on  the  life  of  (x)  for 
n  years  and  also  a  pure  endowment  of  1  to  him  if  he 
should  survive  the  n  years  would  be 

P,3-M«"M»+"+D*+'  (43) 
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A  policy  for  which 


Mg-M,+n+Dg+ 


is  the  annual  * 


premium  is  generally  called  an  endowment  or  an 
endowment  policy,  although  it  is  a  combination  of 
term  insurance  and  pure  endowment. 

The  single  and  annual  premiums  we  have  considered 
thus  far  are  called  net  premiums.  The  premium 
actually  charged  by  life  insurance  companies  is  com- 
posed of  a  net  premium  and  an  addition  called  loading, 
to  provide  for  expenses,  the  loaded  premium  being 
known  as  a  gross  or  office  premium.1 

1  The  American  experience  3%  commutation  columns  are  here  shown 
for  the  later  ages  only:  — 


D, 

X 

(!*W 

93 

.505551 

94 

.130473 

95 

.018096 

(D,  +  D«  + 1,  etc) 


.654120 
.148509 
.018096 


Cx 


,360354 
.108577 
.017569 


(Or  +  Cx  + 1,  etc.) 


.486499 
.126146 
.017569 


The  values  in  the  Dx  column  are  computed  separately  for  every  age 
(tPlu  to  4*1*).  The  Cx  column  is  similarly  constructed  by  computa- 
tions of  •*  + l  dx  f or  every  age,  but  the  column  Nx  is  built  up  by  simple 
summation  of  the  successive  values  of  Dx  commencing  at  the  highest 
age  and  working  toward  the  lowest.  The  Mx  column  is  similarly  con- 
structed by  summing  the  values  of  Cx. 

In  the  preceding  chapter  the  net  single  premium  at  age  60  for  an 
ordinary  life  policy  by  the  American  experience  at  4}%  was  found 
to  be  .430037.  Dividing  this  by  the  life  annuity  due  13.235802  we 
get  .03249,  or  $32.49  per  $1000.  The  same  result  is  obtained  by  refer- 
ence to  the  commutation  columns  for  the  American  experience,  4}%:  — 


P» 


Mx 
"»» 

M» 
"N* 

3323.318 
"102285.96 
-.03249 
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Below  will  be  found  extracts  from  the  American  experience  3% 
commutation  columns  computed  and  published,  Hartford,  1890,  by 
the  Connecticut  Mutual  Life  Insurance  Company,  which  was  the  first 
American  company  to  adopt  the  3%  reserve.  A  majority  of  the 
policies  now  being  issued  in  the  United  States  are  upon  this  basis. 
These  columns  are  all  that  are  necessary  for  the  calculation  of  net 
premiums  for  term,  ordinary  life,  limited  payment,  and  endowment 
policies,  the  results  being  obtained  by  simple  substitution  in  the 
formulae  given  in  the  above  chapter.  W.  H.  P. 


D* 

»i 

M 

X 

(**« 

(D,  +  D*  +  i,  etc.) 

(C,  +  C,  + 1,  etc.) 

20 

5129.086 

117820.961 

1697.40765 

25 

4252.218 

93992.556 

1514.57065 

26 

4095.075 

89740.338 

1481.27737 

27 

3943.476 

85645.263 

1448.95380 

28 

3797.235 

81701.787 

1417.57169 

20 

3656.169 

77904.552 

1387.10362 

30 

3520.056 

74248.383 

1357.48177 

31 

3388.731 

70728.327 

1328.68270 

32 

3262.031 

67339.596 

1300.68360 

33 

3139.762 

64077.565 

1273.42460 

34 

3021.737 

60937.803 

1246.84974 

35 

2907.818 

57916.066 

1220.94229 

40 

2394.393 

44439.439 

1100.04026 

45 

.  1961.420 

33362.298 

989.70320 

50 

1592.279 

24315.601 

884.05729 

55 

1270.388 

17014.003 

774.83442 

60 

983.0432 

11248.6331 

655.41303 

65 

722.4175 

6864.5324 

522.47978 

70 

487.1163 

3733.9727 

378.35980 

75 

285.8395 

1718.1135 

235.79742 

80 

136.0224 

611.5072 

118.21156 

85 

44.46441 

138.14809 

40.44068 

90 

5.922884 

11.137306 

5.598495 

CHAPTER  XI 

PROVISION  FOR  EXPENSES1 

The  more  difficult  problems  of  a  science  or  art  are 
naturally  the  last  to  be  solved.  The  relations  of  interest 
and  mortality  to  life  insurance  are  comparatively  simple 
factors,  and  well  developed.  But  when  we  descend  from 
the  exact  reasoning  of  these  more  exclusively  mathematical 
subjects  to  the  division  of  expenses,  we  encounter  a  con- 
fusion which  makes  it  difficult  to  select  and  arrange  a 
sufficient  amount  of  controlling  data  for  a  basis  upon  which 
to  erect  a  symmetrical  structure  for  practical  operations. 

Too  generally,  when  attempts  have  been  made  to  con- 
struct a  scheme  for  distributing  expenses,  the  actual  con- 
ditions imposed  by  competition  and  experience  have 
been  ignored  with  a  vague  hope  that  theoretical  considera- 
tions might  in  some  degree  be  made  to  govern  custom. 
Or  they  have  been  restricted  to  too  few  elements  of 
expense  in  an  endeavor  to  minimize  the  labor  of  computa- 
tions. While  both  of  these  considerations  are  entitled  to 
recognition,  they  should  not  be  allowed  to  handicap  the 
search  for  a  solution,  by  substituting  deductions  for  in- 
ductions. At  the  bottom  of  the  subject  must  be  laid  a 
fundamental  classification  of  expenses  themselves,  derived 
from  companies'  financial  statements.1 

It  will  aid  us  to  summarize  the  discussions  which  have 
appeared.  The  original  net  premium  seems  to  have  been 
loaded  by  a  constant  percentage  of  itself  to  meet  expenses 
and  general  contingencies;  the  latter,  because  the  rates 

1  By  William  D.  Whiting.    Reprinted  from  pages  214-219,  Volume 
V,  Transaction*  of  the  Actuarial  Society  of  America,  April,  1898. 
*  See  note  at  end  of  this  chapter. 
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of  interest  and  mortality  were  considered  more  liable  to 
fluctuation  than  are  now  feared  by  well-regulated  com- 
panies. At  present  the  assumed  (3  per  cent.)  rate  of  inter- 
est is  theoretically  fixed  low  enough  to  cover  the  expenses 
and  losses  due  to  investments,  and  the  assumed  rate  of 
mortality  high  enough  to  cover  all  contingencies  due  to 
the  probability  of  dying,  thus  leaving  the  loading  on  pre- 
miums and  discontinuance  gains  free  to  cover  all  other 
expenses  without  specification. 

Finally  a  valuable  suggestion  came  from  Great  Britain 
to  the  effect  that,  as  the  gross  premium  was  irrevocably 
confined  by  competition  to  a  uniform  amount  for  each 
policy  year,  while  the  expienses  of  the  first  year  from  the 
same  cause  were  irrevocably  much  greater  than  for  any 
of  its  successors,  the  first  year  should  be  treated  as  term 
insurance,  so  as  to  obtain  a  larger  loading  therein  by 
releasing  it  from  the  obligation  of  accumulating  any 
reserve.  Modifications  of  this  idea  have  appeared  by 
attaching  liens  to  the  policy  equal  to  the  first  year's  ter- 
minal reserve  as  additional  first  year's  premium,  leaving 
the  character  of  the  insurance  undisturbed. 

Although  much  has  been  written  and  said  on  the  subject' 
of  providing  for  and  assessing  expenses,  but  little  progress 
has  been  made,  and  it  remains  in  so  unsatisfactory  a  con- 
dition that  an  attempt,  by  another  method,  to  contribute 
to  its  solution  should  be  tried.  I  apprehend  that  a  scrutiny 
of  companies'  statements  will  disclose  five  distinct  kinds 
of  expenses,  which  are  independent  and  cannot  be  greatly 
modified,  to  wit : 

1.  New  Business;  consisting  of  examination  fees,  agents' 
first-year  commissions,  and  advertising,  printing,  salaries, 
etc.,  incurred  in  getting  new  business;  say,  80  per  cent,  of 
first  year's  premiums. 

2.  Collection;  consisting  of  agents'  renewal  commis- 
sions, collection  fees,  exchange,  taxes  on  premiums,  etc.; 
say  10  per  cent,  on  renewal  premiums. 

3.  Settlement;  consisting  of  the  expense  of  investiga- 
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ting  and  resisting  death  claims;  say  1&  per  cent,  of  face  of 
death  claims. 

4.  Investments;  cost  of  making,  handling,  and  protect- 
ing same,  bad  debts,  losses  over  gains,  taxes  and  repairs 
on  assets;  say,  one-half  of  1  per  cent,  per  annum. 

5.  General;  all  other  expenses,  particularly  those  of 
general  supervision,  actuarial  and  clerical;  say,  $1  per 
$1000  of  insurance  annually. 

How  shall  we  provide  for  these  necessary  and  independ- 
ent expenses  so  as  to  charge  them  equitably  upon  each 
class  of  policies  in  proportion  as  they  cause  them,  main- 
tain consistency  in  computing  reserves,  surrender  values, 
and  dividends,  and  yet  make  no  serious  departure  from 
present  level  office  rates,  without  so  complicating  our 
processes  as  to  render  them  unworkable? 

The  first  expense  item  —  for  new  business  —  should 
be  met  during  the  first  year  by  each  class  of  new  entrants 
for  themselves,  so  as  to  avoid  a  loss  to  persistent  members 
being  occasioned  by  the  lapsing  or  death  of  one  in  arrears. 
The  old  members  have  built  up  the  company  at  consider- 
able cost  to  themselves  and  own  it.  It  is  unjust  that  new 
members  should  be  allowed  to  participate  in  the  benefits 
of  an  established  plant  without  at  least  paying  their  own 
cost  of  entrance.  It  would  be  more  proper,  indeed  they 
should  be  charged  a  bonus  for  the  privilege  of  entering, 
to  go  to  the  old  members  in  reimbursements  of  their  early 
excess  of  expenses  in  establishing  the  institution.  Old 
members  should  not  need  the  new  under  a  proper  arrange- 
ment for  future  expenses;  and  any  scheme  which  is  not 
mathematically  self-sustaining,  until  the  last  risk  is  dis- 
posed of,  and  requires  "new  blood"  to  support  it,  is  in- 
solvent by  confession. 

It  is  true  that  the  old  members,  left  to  themselves,  will 
gradually  diminish  in  numbers  and  a  certain  class  of  ex- 
penses will  proportionately  increase  thereby.  Some  arrange- 
ment among  themselves  must  be  made  for  this,  and  will 
be  treated  of  later  under  item  5  of  general  expenses.    The 
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present  contention  is  that  each  body  of  policy-holders  must 
be  wholly  self-sustaining,  as  to  mortality,  interest  and 
expenses,  in  order  to  work  out  a  solvent  scheme;  and  the 
fallacy  of  "new  blood/'  which  has  been  the  excuse  for  so 
much  extravagance  and  inequity,  should  be  utterly  aban- 
doned. But  how  can  the  new  entrant  be  made  to  pay 
the  expenses  incurred  on  his  account  during  the  first  year, 
within  that  year?  Ruling  out  the  possibility  of  returning 
to  the  small  initial  expenses  of  twenty-five  years  ago,  or  of 
exacting  a  sufficient  cash  initiation  fee,  two  methods  are 
proposed: 

First,  subject  the, insurance  to  an  interest-bearing  note 
or  lien  equal  to  the  extraordinary  expenses  of  the  first 
year,  but  not  exceeding  the  terminal  reserve  of  that  year. 
The  effect  of  this  is  the  same  as  an  initiation  fee,  not 
subject  to  agents'  commissions.  But  it  works  awkwardly 
in  so  far  as  the  sum  payable  as  a  claim  is  diminished  by 
the  lien  if  not  canceled  by  dividends;  and  the  interest 
continues  payable  annually  after  "limited  premiums" 
have  ceased.  To  avoid  this  it  has  been  suggested  that  the 
lien  be  converted  into  an  annuity  in  favor  of  the  company, 
for  the  same  term  that  the  premiums  run;  and  be  counted 
as  a  diminishing  asset  or  lien  against  surrender  values. 
Neither  of  these  forms,  although  mathematically  sound, 
would  be  apt  to  be  well  received  by  insurance  depart- 
ments; and  the  notes  or  annuity  liens  (besides  imposing 
considerable  clerical  labor)  would  run  the  risk  of  being 
disallowed  as  assets,  notwithstanding  being  made  so  by 
the  expressed  terms  of  the  contract. 

Second,  make  the  first  year's  insurance  a  preliminary 
one-year  term  risk,  the  permanent  insurance  to  commence 
one  year  after  the  date  of  the  policy  at  the  premium  rate 
for  the  then  increased  age.  This  method  has  come  spon- 
taneously into  use  on  both  sides  of  the  Atlantic  within  a 
few  years,  on  account  of  the  necessities  of  the  younger 
companies  under  the  pressure  of  competition,  and  has 
proved  successful  with  agents.    It  has  the  recommenda- 
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tion  of  high  actuarial  authorities,  and  no  refusal  to  recog- 
nize it  has  yet  appeared  from  state  officials  where  the 
terms  of  the  contract  were  stated  so  that  the  policy-holder 
could  know  the  exact  character  of  the  insurance  he  was 
purchasing.  This  method  of  releasing  the  first  year's 
premium  from  the  obligation  of  a  terminal  reserve  allows 
it  to  be  wholly  employed  in  meeting  the  heavy  expenses 
and  light  mortality  of  this  period,  which  should  be  con- 
fined strictly  within  this  limit.  This  method  works  least 
advantageously  on  short,  limited  payment  plans,  as  the 
permanent  premium  is  not  only  based  upon  one  year  of 
age  higher  than  entry,  but  the  number  of  limited  payments 
is  lessened  by  one  year. 

With  the  new  business  made  self-sustaining,  in  its  first 
year,  the  renewal  premiums  need  only  be  burdened  (item  2) 
with  the  expense  of  their  collection  and  renewal  commis- 
sions to  agents.  This,  with  an  allowance  for  taxes  on 
premiums  and  occasional  loss  by  misappropriation,  is 
easily  covered  by  an  average  loading  of  10  per  cent,  added 
to  the  net  premiums,  which  in  the  proposed  distribution 
of  expenses  constitutes  the  only  loading  imposed  upon  the 
net  premium.  This  readily  permits  the  use  of  3  per  cent, 
as  a  basis  for  computing  net  premiums  without  exceeding 
materially  the  office  rates  now  in  use,  except  in  the  case 
of  short  limited  payments  as  before  mentioned. 

The  third  item  (settlement)  of  expense  only  occurs 
upon  death  claims,  and  a  ready  method  for  its  provision 
may  also  be  employed  to  correct  a  glaring  defect  in  our 
present  practice.  Our  computations  of  net  premiums  and 
reserves  are  made  upon  the  incorrect  assumption  that 
death  occurs  at  the  end  of  the  policy  year,  whereas  claims 
are  actually  paid,  on  an  average,  about  the  seventh  month 
and  five  months'  interest  on  the  face  of  the  claim  is  lost 
to  the  company.  This  should  be  altered  and  death  as- 
sumed to  take  place  at  the  beginning  of  the  policy  year 
immediately  after  the  premium  is  due.  We  would  thus 
gain  seven  months'  interest  —  about  $17.50  per  $1000  of 
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claim  —  which  would  easily  cover  the  expenses  of  investi- 
gation, litigation,  and  settlement  in  question.  .  .  .  The 
result  would  be  an  increase  in  all  premiums  and  reserves, 
except  endowments,  of  just  3  per  cent,  when  the  basis 
of  3  per  cent,  interest  is  employed.  On  endowments  the 
increase  would  be  only  3  per  cent,  of  the  term  insurance 
portion  thereof. 

The  fourth  item  of  expenses  exclusively  concerns  the 
care  and  investment  of  assets,  including  incidental  losses 
and  taxes  and  repairs  on  real  estate.  A  small  amount 
should  be  included  for  the  time  and  expenses  of  officers  and 
clerks  employed  in  this  branch  of  the  business.  This  item 
is  easily  and  naturally  provided  for  out  of  the  gross  interest 
and  rents  earned  on  total  assets,  by  assuming  a  lower  rate 
of  interest  for  computing  net  premiums  and  reserves. 
Thus,  if  3}  per  cent,  is  the  maximum  gross  rate  which  can 
be  safely  relied  upon  during  a  period  of,  say,  thirty  years 
to  come,  the  net  rate  employed  would  be  about  3  per  cent., 
leaving  a  margin  of  \  per  cent,  to  cover  the  various  expenses 
included  under  item  4.  There  is  a  general  agreement  among 
actuaries  concerning  the  propriety  of  this  arrangement. 

The  residual  item  (5)  is  for  general  expenses  which  run 
with  the  entire  duration  of  the  policy.  For  this  reason  it 
cannot  be  loaded  upon  the  premium  (as  was  item  2)  with- 
out establishing  a  new  and  burdensome  side  computation 
for  future  general  expense  reserves;  as  the  premiums  on 
a  considerable  portion  of  business  stop  short  of  the  term 
of  the  insurance,  and  as  this  general  expense  (referred  to 
in  discussing  new  business,  item  1),  should  increase  some- 
what as  the  original  number  of  policies  of  its  class  diminish 
by  maturity.  That  portion  of  diminution  which  is  occa- 
sioned by  lapsing  should  be  offset  by  a  surrender  charge, 
and  will  be  discussed  later.  Neither  can  item  5  be  levied 
against  the  interest  earnings  of  the  reserve  (as  was  item 
4),  because  short-term  insurance  only  has  a  nominal  and 
erratic  reserve,  while  reserves  generally  vary  widely  with 
the  kind  of  insurance  and  usually  increase  rapidly. 
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We  must  therefore  search  for  some  basis  which  runs 
with  the  term  of  insurance  increasing  slightly,  and  yet  may 
be  easily  handled  as  a  measure  for  these  small  general 
expenses.  The  annual  cost  of  insurance l  offers  such  a 
basis,  and  has  been  warmly  advocated  for  a  much  larger 
rile  in  the  distribution  of  expenses  on  account  of  its  sup- 
posed equity,  as  already  mentioned.  By  adding  about 
10  per  cent,  to  a  true  q9  we  would  derive  an  additional 
annual  cost  of  insurance,  slightly  increasing,  but  averaging 
about  $1  per  $1000  of  insurance.  Experience  shows  that 
this  10  per  cent,  is  just  about  the  difference  between  actual 
mortality  and  that  expected  under  the  Combined  Experi- 
ence (17  offices)  tables  generally  used  in  the  United  States, 
excluding  first  year's  mortality.  In  other  words,  the 
mortality  tables  now  in  use  may  "be  considered  to  be  equal 
to  actual  experience  already  loaded  10  per  cent,  so  as  to 
provide  the  extra  "cost  of  insurance''  necessary  to  meet 
these  general  expenses  of  item  5.  Here,  again,  there  is  no 
occasion  for  alteration  of  present  custom. 

1  The  cost  of  insurance  for  the  year  is  determined  as  follows:  At  age 
56  the  amount  at  risk  on  an  ordinary  life  policy  in  the  first  year  of 
insurance  is  $970.10.  Of  the  100,000  people  starting  in  the  hypo- 
thetical company  at  age  10,  63,364  survive  at  56.  Of  these,  1260 
will  die  during  the  year,  making  the  net  loss  1260  times  $970.10  or 
$1,222,326,  which  is  the  total  cost  of  insurance  for  the  year.  Divid- 
ing this  amount  by  63,364,  the  number  living  at  the  beginning  of  the 
year,  we  obtain  $19.29,  which  is  the  pro  rata  cost  of  insurance  per 
$1000  for  the  first  year.  In  the  fifth  year  of  insurance  taken  at  age 
56  the  amount  at  risk  is  $849.67,  and  multiplying  this  by  1546,  the 
number  of  deaths,  we  get  $1,313,589.82  as  the  total  cost  of  insurance 
for  the  year.  Dividing  by  57,917,  the  number  living  at  the  begin- 
ning of  the  year,  we  obtain  $22.68  as  the  cost  of  insurance  per  $1000, 
in  the  fifth  year.  At  90  the  amount  at  risk  is  $127.82  and  the  total 
cost  of  insurance  is  that  sum  multiplied  by  385  or  $49,210.70.  Divid- 
ing by  847,  the  number  living  at  the  beginning  of  the  year,  we  obtain 
$58.10  as  the  cost  of  insurance  per  $1000  in  the  thirty-fifth  year  of 
insurance.  L.  W.  Z. 

It  will  be  seen  from  this  explanation  that  "cost  of  insurance"  in 
the  technical,  actuarial,  sense  is  not  to  be  confused  with  the  more 
popular  sense  as  used  above,  p.  141.  W.  H.  P. 
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Thus,  starting  from  practical  conditions,  a  simple, 
consistent,  and  equitable  theory  for  the  provision  and 
distribution  of  expenses  as  they  actually  exist,  may  be 
constructed,  which  will  permit  a  company  to  go  to  a  3 
per  cent,  basis  for  reserves  and  net  premiums,  without 
material  alteration  in  present  office  rates,  and  which  adds 
nothing  to  the  ordinary  labor  of  computations. 

Note.  —  This  article  serves  to  show  the  principal  items  of  expense 
in  the  handling  of  policies,  and  suggests  a  rational  scheme  for  distrib- 
uting that  expense.  It  should  be  borne  in  mind,  however,  that  life 
insurance  companies  have  not  adopted  any  such  delicately  adjusted 
scheme.  The  loading,  or  provision  for  expenses,  is  most  commonly  a 
fixed  percentage  of  the  net  premium.  Ordinary,  or  whole  life,  pre- 
miums are  frequently  loaded  with  one-third  the  net  premium  to  obtain 
the  gross,  or  office,  premium.  •  Premiums  on  the  higher  priced  limited- 
payment  and  endowment  policies  are  often  loaded  with  one-sixth  the 
net  premium  plus  one-sixth  the  corresponding  ordinary  life  net  rate. 
Some  companies  have  considerably  lighter  loadings,  —  one  of  them 
adding  one-fourth  the  net  premium  in  the  case  of  ordinary  life  policies, 
and  one-fifth  in  the  case  of  higher  priced  policies.  l**Amfp  upon 
policies  not  participating  in  dividends  are  still  lower. 

Another  method  employed  provides  a  constant  addition,  such  as 
$1.00  per  $1000  insured,  plus  fixed  percentages,  such  as  90  per  cent,  of 
the  net  premium,  plus  30  per  cent,  of  the  corresponding  ordinary  life 
net  rate.  The  latter  method  recognises  the  distinction  between  fixed 
and  variable  expenses,  but  it  cannot  be  said  that  it  has  found  more 
favor  with  American  companies  than  the  former  method.  However 
adjusted,  loadings  are,  like  the  net  premiums,  almost  universally  uni- 
form or  "  level "  throughout  the  premium  paying  period.  The  resulting 
level  gross,  or  office,  premiums  save  many  tedious,  if  not  embarrassing, 
explanations  to  policy-holders,  but  it  follows  from  the  conventional 
plans  of  loading  that  policies,  in  their  initial  years,  fail  to  pay  their  own 
way,  on  account  of  the  heavy  initial  expenses  (to  be  discussed  in  the 
next  two  chapters),  unless  the  heavy  acquisition  expenses  are  allowed  to 
be  offset  by  the  light  mortality  of  the  early  policy  years.  (See  below, 
Chapter  XV,  on  Net  Valuation.)  If,  as  is  usual,  no  allowance  is  made 
for  light  mortality  in  the  early  policy  years,  the  companies  simply 
make  good  the  reserve,  or  unearned  premium,  on  first  year  policies 
out  of  the  surplus  already  accumulated  by  the  old  policy-holders,  justi- 
fying this  upon  the  ground  of  the  improved  vitality  resulting  from  the 
freshly  examined  lives.  W.  H.  P. 


CHAPTER  XII 

EXPENSES  FOR  AGENTS1 

The  premium  of  a  policy  of  life  insurance  is  composed 
of  two  parts  —  the  amount  necessary  to  provide  for  the 
obligations  assumed  in  the  policy  contract,  and  the  portion 
added  to  meet  the  expenses  of  conducting  the  business. 
The  net,  or  mathematical,  premium  is  based  on  a  mor- 
tality table  and  a  rate  of  interest  which  it  is  assumed  will 
provide  for  the  final  payment  of  claims  whether  they 
mature  in  the  near  or  distant  future.  The  expense  por- 
tion may  itself  be  divided  into  the  amount  required  to 
meet  the  home  office  cost  and  that  which  is  incurred  in 
maintaining  the  agencies. 

If  it  is  proposed  to  start  a  new  company,  the  question 
will  naturally  arise  whether  an  agency  force  is  indispen- 
sable in  order  to  secure  a  sufficient  number  of  members  to 
justify  the  necessary  cost  of  maintaining  an  office.  Whether 
in  the  future  such  a  company  can  be  established  on  a  per- 
manent and  satisfactory  basis  without  agents  may  be  a 
matter  of  opinion.  It  never  has  been  accomplished  in  this 
country,  and  reference  must,  therefore,  be  had  to  foreign 
corporations  of  this  character  for  information  on  this 
point. 

Four  English  companies  report  that  they  pay  no  com- 
missions. The  oldest  of  these  was  organized  in  1762, 
and  the  youngest  in  1835.  There  is  at  this  time  no 
company  organized  since  the  latter  date  which  is  now  in 
existence  and  attempting  to  conduct  its  affairs  without 

1  By  John  M.  Holcombe,  1909. 
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paying  commissions  for  securing  business  and  collecting 
premiums. 

The  oldest  and  best  known  of  the  British  companies  was 
organized  in  1762.  In  1839  it  had  about  $70,000,000  of 
outstanding  insurance  and  some  $50,000,000  of  assets.  It 
has  now  about  $41,000,000  of  outstanding  insurance  and 
some  $25,000,000  of  assets.  Its  career  has  been  a  very 
remarkable  one,  especially  in  the  low  cost  at  which  it  has 
furnished  insurance  to  its  members.  It  is  located  in  the 
heart  of  the  city  of  London,  within  easy  reach  of  some 
millions  of  people,  and  through  its  directors  and  policy- 
holders has  a  wide  reputation  for  stability  and  for  all  those 
qualities  which  go  to  make  up  a  mutual  life  insurance 
company  satisfactory  to  its  members.  The  largest  num- 
ber of  policies  it  has  issued  in  a  single  year  in  the  past  five 
years  is  290,  representing  insurance  to  the  amount  of 
about  $1,200,000.  From  a  history  of  this  company  it 
appears  that  within  the  past  seventy  years  it  has  very 
materially  decreased  its  membership,  outstanding  insur- 
ance, and  assets. 

The  other  three  companies  referred  to  have  made  but 
little  progress  for  many  years.  When  these  companies 
were  organized  and  became  firmly  established  the  con- 
ditions were  so  different  from  those  which  now  exist  that 
no  conclusions  can  be  drawn  from  their  early  history 
which  can  be  applied  to  the  situation  which  would  to-day 
confront  those  who  would  organize  a  life  insurance  com- 
pany. So  far  as  actual  experience  is  a  guide,  it  does  not 
appear  that  such  a  corporation  could,  under  the  most 
favorable  circumstances,  secure  a  firm  foothold  without 
employing  agents. 

The  consideration  of  an  established  company  of  con- 
siderable size  may  now  be  taken  up.  If  its  members  are 
scattered  over  a  large  territory,  it  is  for  their  advantage, 
as  well  as  for  the  protection  of  the  corporation  itself,  to 
have  agencies  at  various  points,  in  order  that  they  may 
be  accommodated  in  the  payment  of  premiums  and  in 
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taking  advantage  of  the  terms  of  policy  contracts.  If 
this  is  conceded,  then  a  part  of  the  agency  expenses  may 
fairly  be  said  to  pertain  to  outstanding  business.  But 
it  still  remains  that  in  a  modern  and  progressive  life 
insurance  company,  which  is  growing  in  membership  and 
resources,  a  considerable  cost  in  procuring  new  business 
is  incurred,  not  only  in  the  agencies  themselves  but  also 
in  the  conduct  of  the  home  office,  from  which  point  must 
emanate  the  materials  for  use  in  the  field.  Much  has  been 
said  of  late  about  the  interests  of  policy-holders,  and  it 
is  true  that  they  should  first  be  considered.  Yet  in  this 
very  question  the  fact  must  not  be  ignored  that  without 
new  business  a  company  will  be  in  a  condition  of  liquida- 
tion. It  is  clear  that  much  of  the  new  insurance  which 
has  been  and  is  being  placed  upon  the  books  of  some  of 
the  companies  has  cost  and  is  costing  more,  taken  by  itself, 
than  it  is  worth  to  the  old  members.  If,  however,  part  of 
these  expenditures  may  fairly  be  said  to  be  incurred  in 
the  establishment  of  an  agency  force,  looking  to  the  future, 
it  may  still  be  for  the  interests  of  policy-holders  that  new 
business  shall  be  acquired  at  what  may  appear  to  be  an 
excessive  cost. 

It  seems  to  be  a  well-established  fact  that  even  in  a 
large  community  people  will  not  to  any  considerable  extent 
voluntarily  apply  for  life  insurance.  If  by  education  the 
people  generally  should  themselves  be  led  to  seek  life  in- 
surance, it  must  be  considered  what  would  be  the  result 
if  applicants  were  to  apply  from  considerable  distances. 
In  order  to  provide  for  absolute  safety  and  equity,  the 
members  of  a  life  insurance  company  must  be  chosen  from 
a  class  so  far  similar  in  occupations,  condition,  and  sur- 
roundings as  to  put  them  on  a  practical  equality,  or  else 
the  premiums  must  be  graded  according  to  the  risks 
assumed.  With  one  scale  of  premiums  it  is  very  evident 
that  those  persons  who  are  below  the  average  as  risks 
would  secure  good  bargains  if  they  could  get  protection  at 
the  rates  which  were  charged  for  select  lives,  and  unless  a 
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company  guards  itself  very  carefully  against  the  admis- 
sion of  under-average  lives,  there  will  be  a  marked  in- 
equality, and  it  is  conceivable  that  disastrous  results  might 
follow.  Competent  and  honest  medical  examiners  must 
be  chosen  who  will  report  the  condition  of  applicants  with 
accuracy.  Moreover,  deceptions  can  be  practised  even 
upon  the  most  skilled  examiners,  and  it  is  essential  that  a 
company  shall  guard  itself  against  misrepresentations  in 
stating  the  particulars  called  for  in  an  application.  Faith- 
ful and  loyal  agents,  therefore,  are  necessary  to  produce 
those  results  which  are  in  accordance  with  equity  and  even 
financial  soundness;  so  that  it  is  clear  that  if  it  is  best  for 
a  company  to  secure  business  from  a  considerable  terri- 
tory, not  only  must  agents  bring  the  subject  of  life  insurance 
to  the  attention  of  the  people,  but  also  they  must  guard 
the  interests  of  the  company  in  the  applications  which 
are  made.  Old  policy-holders  may  well  pay  for  a  service 
which  shall  bring  among  their  number  new  lives  which 
shall  experience  a  favorable  mortality,  and  which  shall 
share  in  the  expenses  of  conducting  the  business. 

It  should  not  be  lost  sight  of  that  in  a  company  of  con- 
siderable age,  not  only  must  the  interests  of  the  older 
policy-holders  be  guarded,  but  also  that  those  who  have 
lately  taken  insurance  are  entitled  to  the  same  considera- 
tion. In  a  condition  of  liquidation  those  who  have  been 
long  insured  might  not  suffer  materially,  but  for  the  sake 
of  the  younger  members  the  distant  future  should  be 
foretold  as  accurately  as  possible.  If  an  agency  force  is 
desirable  in  the  interests  of  policy-holders,  then  it  is  also 
important  that  a  company  should  be  so  organized  as  to 
make  it  attractive  for  young  men  to  engage  in  agency 
work  to  take  the  places  of  those  who  will  from  time  to 
time  drop  out.  This  can  be  accomplished  only  by  main- 
taining a  strong  financial  condition,  by  issuing  attractive 
policy  forms  and  by  so  compensating  agents  as  to  make 
the  business  lucrative.  It  is  true  that  allowances  to  agents 
may  be  carried  to  such  an  extent  as  to  prejudice  the  rights 
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of  policy-holders,  but  a  well-established  and  satisfied  body 
of  agents  is  of  very  great  importance  to  the  permanency 
and  the  well-being  of  such  an  institution. 

That  the  spread  of  life  insurance  protection  among  the 
people  is  beneficial  not  alone  to  those  who  enjoy  this  pro- 
tection, but  also  to  the  community  at  large,  cannot  well 
be  doubted.  It  should  be  kept  in  mind,  however,  that 
life  insurance  companies  are  not  benevolent  institutions 
and  they  have  no  right  to  use  the  funds  of  their  members 
except  for  those  purposes  for  which  premiums  are  paid. 

The  reasoning  which  should  be  brought  to  bear  upon 
this  whole  question  is  from  the  standpoint  of  the  policy- 
holders, and  while  it  is  not  practicable  to  fix  definitely  a 
limit  for  agency  and  home  office  expenses  which  have  to 
do  with  acquiring  new  business,  it  may  be  said  that  these 
are  legitimate  if  they  do  not  go  beyond  the  point  where 
reasonable  returns  can  be  fairly  expected. 

The  cost  of  establishing  a  new  company  is  of  necessity 
greater  than  that  of  maintaining  an  old  one.  In  the  first 
these  expenditures  are  necessary.  On  the  other  hand,  it 
may  be  that  an  old  company  will  be  benefited  by  the 
enlargement  of  its  business,  in  which  case  an  investment,  so 
to  speak,  for  an  agency  plant  may  be  made  within  reason- 
able limits.  No  definite  rule  can  be  laid  down  on  this 
subject,  for  each  case  must  be  considered  in  connection 
with  the  circumstances  which  surround  it. 

Altogether  it  cannot  be  gainsaid  that  an  agency  organ- 
ization is  necessary  to  the  establishment  of  a  new  company 
or  to  the  perpetuation  of  an  old  one.  Whether  in  any 
particular  case  a  wise  investment  can  be  made  cannot  be 
told  with  certainty  by  mere  inspection  of  an  annual  state- 
ment. The  best  results  in  this  business  are  often  slow 
in  coming.  A  larger  inflow  than  can  be  thoroughly  cared 
for  may  appear  like  prosperity,  but  may  have  in  it  ele- 
ments of  inequity  or  danger.  The  obligations  imposed 
by  a  policy  contract  should  not  be  evaded  or  postponed, 
and  expenses  of  all  kinds  should  be  limited  to  those  sums 
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to  be  available  after  the  insurance  liabilities  are  fully  pro- 
vided for.  Within  this  limit  sound  principles  will  not  be 
violated  by  wise  investments  in  intelligent  and  reliable 
agency  forces,  to  which  an  increased  revenue  may  be 
expected  at  a  decreased  ratio  of  expense. 


CHAPTER  XIII 

LIMITATION   OF  EXPENSES1 

The  revision  of  New  York's  insurance  code  in  1906 
marks  a  distinctly  new  epoch  in  life  insurance  regula- 
tion. The  feature  of  this  revision  which  has  most  pro- 
foundly affected  the  life  insurance  business  of  the 
entire  country  is  embodied  in  the  now  famous  "section 
97/'  which  regulates  expenses. 

The  general  purpose  of  the  section  is  to  confine  ex- 
penses of  new  business  within  the  sum  provided  for 
expenses  by  loading  on  first  year  premiums,  plus  the 
present  value  of  assumed  mortality  gains  as  follows,  — 
50  per  cent,  of  the  "expected"  in  the  first  policy  year, 
35  per  cent,  in  the  second,  25  per  cent,  in  the  third, 
15  per  cent,  in  the  fourth,  and  5  per  cent,  in  the  fifth. 
The  prohibition  extends  not  only  to  the  companies 
but  to  the  companies'  general  agents.3  "  Expenses  of 
new  business"  are,  for  the  purposes  of  this  act  only, 
confined  to  commissions  on  initial  premiums,  other  com- 
pensation for  procuring  new  business,  medical  examina- 
tions and  inspections  of  risks,  and  advances  to  agents. 
Companies  are  also  forbidden  to  expend  on  total  busi- 
ness, except  for  investment  expenses  and  taxes  on  real 
estate,  more  than  the  total  loadings  and  the  assumed 
mortality  gains.  Bonuses,  prizes,  extra  commissions, 
and  all  compensation  based  upon  volume  of  business 

1  By  William  H.  Price.  From  §6  of  "Life  Insurance  Reform  in 
New  York,"  American  Economic  Association  Quarterly,  Third  Series, 
vol.  10,  No.  4.    December,  1009. 

1  There  was  some  doubt  of  this  at  first,  but  it  was  authoritatively 
decided  that  the  agents  were  also  held  to  the  limitations. 
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written  were  also  prohibited.  Renewal  commissions 
were  limited  to  7\  per  cent,  for  nine  years  (5  per  cent, 
in  the  case  of  short  term  endowment  policies).1  Ad- 
vances to  agents  upon  the  security  of  renewal  com- 
missions were  also  forbidden.  This  section  does  not 
apply  to  weekly  premium  business,  and  the  limitation 
upon  the  cost  of  total  business  does  not  apply  to  stock 
companies  issuing  non-participating  insurance  only.9 

Conformity  with  the  provisions  of  this  section  re- 
quired a  virtual  revolution  in  the  underwriting  prac- 
tices of  many  companies,  and  no  company  was  entirely 
undisturbed  by  it.  The  regulation  of  expenses  was 
rightly  interpreted  by  the  companies  as  an  unprece- 
dented interference  in  their  internal  affairs,  and  it 
went  into  such  detail  that  even  companies  which  had 
conformed  with  the  general  principles  of  these  limita- 
tions were  obliged  to  readjust  their  methods  in  some 
particulars.  All  but  a  few  companies  doing  business 
in  New  York  were  also  compelled  to  revise  their  con- 
tracts with  their  agents,  in  many  cases  very  materially. 

A  few  very  conservative  companies  have  not  been 
seriously  affected  by  section  97.  About  half  a  dozen 
large  companies  of  other  states,  and  some  smaller 
companies,  had  already  been  conducting   their  busi- 

1  Subsequently  amended.    See  below. 

1  The  investigating  committee  had  planned  to  reoommend  that  total 
expenses  should  be  confined  to  the  expense  provision,  or  loading.  This 
was  subsequently  changed  so  as  to  allow  companies  to  include  gains 
from  mortality  as  assumed  by  the  select  and  ultimate  method  of  valua- 
tion in  their  allowance  for  expenses.  The  committee  was  persuaded 
to  allow  four  renewal  commissions,  of  71  per  cent.,  and  after  the  March 
hearings  the  number  was'extended  to  nine.  Had  the  original  plans  of 
the  investigating  committee  to  restrict  initial  commissions  to  40  per 
cent,  and  to  prohibit  all  renewal  commissions  been  carried  out,  the  law 
would  have  enforced  an  economy  more  rigid  than  that  observed  by  any 
regular  American  company.  Forty  per  cent.,  or  lower,  maximum  initial 
commissions  were  indeed  in  force  in  at  least  three  companies,  but  hardly 
more,  and  these  companies  allowed  renewal  commissions  for  a  long  term. 
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ness  practically  within  the  limitations  of  section  97 
relating  to  expenditures  for  new  and  for  total  business. 
A  goodly  number  did  not  give  prizes  or  extra  compensa- 
tion to  agents  for  volume  of  business.  But  there  were 
few  companies,  if  any,  having  low  initial  commissions, 
that  confined  renewal  commissions  to  nine  years.  In 
the  latter  particular  most  of  the  companies  had  to 
alter  their  contracts  with  agents.  Some  conservative 
companies  expressed  the  fear  that  this  loss  of  renewals 
might  ultimately  cost  them  a  part  of  their  agency 
forces.1 

In  subsequent  discussion  this  section  has  received 
more  attention  than  all  the  others  combined.  Indeed 
both  in  legislative  theory  and  in  practical  application 
it  has  been  most  radical.  In  theory  it  is  radical  be- 
cause it  departs  widely  from  the  laissez  faire  principle 
of  leaving  business  details  to  business  men.  On  its 
practical  side  its  influence  has  been  far-reaching,  in 
compelling  economical  management,  in  the  interest 
of  policyholders,  which  had  not  resulted,  and  probably 
would  not  have  resulted,  from  unregulated  competition ; 
because  competition  seems  to  have  led  to  increased, 
rather  than  decreased,  expenditures. 

Regulation  of  insurance  companies  has  never  been 
confined  in  this  country  to  the  "freedom  and  publicity" 
which  thus  far,  for  the  most  part,  has  contented  the 
British  legislators,  and  which  so  pleases  the  average 
insurance  man  in  this  country.     But  while  our  regu- 


1  Thua  the  president  of  the  Mutual  Benefit  wrote:  "It  is  by  no 
means  certain  .  .  .  that  the  renewal  commissions  allowed  under  the 
New  York  law  will  be  sufficient  to  retain  our  agency  organization  as  the 
old  renewals  disappear  and  the  agents  have  nothing  on  which  to  live 
and  conduct  their  business  but  the  7J  per  cent,  renewal.  The  agency 
business  requires  some  capital,  and  should  be  able  to  demand  the  best 
class  of  men,  for  their  opportunity  for  good  or  evil  is  great."  Annual 
Report  of  the  President  of  the  Mutual  Benefit  Life  Insurance  Company 
of  Newark,  N.  J.,  1908,  p.  13. 
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lation  has  been  of  a  positive  sort,  it  has  heretofore  been 
confined  to  questions  of  solvency,  equity,  and  the  like, 
and  not  to  the  internal  economy  of  the  companies. 
A  departure  so  important  as  that  involved  in  section 
97  would  not  have  been  taken  except  for  very  grave 
cause.  That  the  grave  cause  existed,  needs  not  to  be 
argued.  If  the  extravagance  in  field  methods  was 
morally  less  culpable,  it  was  at  least  not  less  injurious 
to  policy  holders  than  financial  recklessness.  It  was 
generally  admitted  that  with  financial  recklessness 
legislation  could  appropriately  deal.  But  it  was  a 
novel  proposal  that  legislation  should  presume  to 
dictate  what  amounts  should  be  expended  in  procuring 
customers.  It  was  necessary,  however,  to  take  this 
novel  step  or  else  leave  the  most  essential  malady  of 
the  life  insurance  business  uncured.  The  general 
clamor  of  life  insurance  agents  against  the  limitations 
of  section  97,  and  the  tacit  acquiescence  of  most  of 
the  companies,  seem  to  confirm  the  impression  that 
the  companies  are  more  or  less  at  the  mercy  of  their 
agents  and  dare  not  take  an  entirely  independent  stand. 
It  is  the  ease  with  which  solicitors  can  transfer  their 
services  from  one  company  to  another  that  has  raised 
initial  commissions  from  10  per  cent,  to  50  per  cent, 
and  even  more,  on  the  usual  form  of  policy.  To  get  a 
satisfactory  volume  of  business,  agents  were  essential, 
and  competition  among  life  insurance  companies,  like 
that  in  fire  insurance,  has  found  the  line  of  least  re- 
sistance in  high  commissions.  Hence  the  prevailing 
opinion  was  that  it  was  time  to  restrain  expenditures 
within  reasonable  limits.  New  York  has  here  taken 
the  most  important  step  in  insurance  legislation  since 
the  valuation  reforms  introduced  by  Elizur  Wright. 

It  would  have  been  possible  to  arbitrarily  limit  the 
amounts  which  could  be  spent,  but  the  Armstrong 
committee  made  no  recommendation  which  prescribed 
an  absolute  limit.    If  the  companies  feel  that  they  are 
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justified  in  increasing  their  expenses  for  new  business, 
they  have  only  to  increase  their  loadings  to  as  high 
a  point  as  they  find  policyholders  are  willing  to  go  in 
supporting  life  insurance  missionaries.  It  should  be 
for  the  policyholders  to  decide  how  much  they  are 
willing  to  pay  for  being  urged  to  take  out  policies  of 
insurance.  Section  97  makes  it  possible  for  them  to 
determine,  at  least  indirectly,  since  their  approval  or 
disapproval  will  be  registered  by  the  relation  which 
new  business  bears  to  premium  rates.  Increased  rates, 
for  instance,  would  permit  of  higher  commissions  and 
hence  stimulate  the  activity  of  the  agent;  but  they 
would  make  policies  harder  to  sell.  On  the  other 
hand,  very  low  premiums  would  make  policies  easy  to 
sell  but  would  tempt  few  sellers.  Experiment  alone 
can  determine  the  rates  which  will  result  in  the  most 
active  business.  Hitherto  policyholders  had  no  such 
ready  means  of  indicating  how  much  they  were  willing 
to  pay  to  be  solicited,  since  before  the  passage  of 
section  97  there  was  no  necessary  relation  between 
expenses  and  loading. 

It  may  perhaps  be  argued  that  while  a  company 
should  not  exceed  its  total  expense  provision,  it  should 
have  the  liberty  to  distribute  its  expenses  as  it  chooses. 
But  in  such  cases  there  is  no  guarantee  that  new  policies 
will  not  be  a  burden  upon  old  ones,  and  if  the  new 
policyholder  dies  or  lapses  early  (and  the  latter  is  of 
common  occurrence),  the  loss  of  the  old  policyholders 
is  never  recompensed  if  there  has  been  an  expenditure 
in  excess  of  the  margin  provided  by  the  loading  and 
the  mortality  saving. 

Yet  in  the  vigorous  protest  that  has  been  raised 
against  these  limitations,  it  has  been  charged  that 
they  impose  unreasonable  restraints  upon  agency 
activity.  If  there  is  any  fault,  it  is  with  the  loadings, 
but  the  companies  are  in  no  mood  to  increase  their 
loadings  materially,  since  some  of  their  rivals  are  doing 
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well  with  the  present  loadings,  and  if  companies  not 
writing  as  much  new  business  as  they  crave  were  to 
advance  their  rates,  they  would  be  still  further  handi- 
capped in  the  competition.  The  result  is  that  rates 
are  kept  at  the  old  figures  and  are  still  substantially 
uniform,  with  the  exception  of  a  few  companies  which 
have  persistently  kept  their  rates  low;  and  commis- 
sions are  now  also  practically  uniform,  for  all  have 
been  reduced  to  the  level  permitted  by  the  New  York 
law  for  the  loadings  in  question. 

With  practically  uniform  commissions,  competition 
has  had  to  seek  a  new  channel,  and  sooner  or  later  we 
may  expect  to  observe  dividends  tending  to  become 
uniform  as  well.  New  business  will  continue  to  bear 
a  close  relation  to  the  attained  size  of  the  respective 
companies,  because  the  large  companies  have  many 
agents  and  the  small  companies  few,  while  the  high 
cost  companies  will  not  see  their  agents,  no  longer 
retained  by  high  commissions,  deserting  to  enter  the 
service  of  companies  whose  insurance  is  easier  to  sell, 
if  by  retrenchment  and  prudent  management  they  can 
bring  their  dividends  up  to  the  standard. 

In  the  matter  of  the  cost  of  new  business,  as  in  most 
matters  of  legislation,  in  1906,  the  regulations  practi- 
cally standardized  the  methods  prevailing  in  model 
companies.  Hence  the  degree  of  change  which  each 
company  was  compelled  to  undertake  was  measured 
by  the  extent  of  its  departure  from  these  methods. 
This  explains  why  some  companies,  and  particularly 
the  agents  of  some  companies,  have  been  so  much  more 
vehement  in  their  protests  against  the  limitations  than 
other  companies  and  their  agents.  The  Connecticut 
Mutual  and  the  Provident  Life  and  Trust,  for  instance, 
having  very  low  initial  commissions,  had  few  changes 
to  make,  notwithstanding  that  they  have  low  gross 
premiums  and  hence  small  margins.  The  same  may 
probably  be  said  of  the  Mutual  Benefit.     The  North- 
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western  Mutual  had  somewhat  higher  rates  of  com- 
missions, amounting  to  45  per  cent,  on  all  usual  forms 
of  policies,  yet  these  were  not  as  high  on  ordinary  life, 
twenty  payment  life,  and  long  term  endowment  policies 
as  section  97  permitted.  The  Northwestern  has  in 
fact  raised  its  commission  upon  ordinary  life  policies 
from  45  per  cent,  to  55  per  cent.  On  the  other  hand  it 
has  been  obliged  to  reduce  its  commission  on  twenty 
year  endowments  from  45  per  cent,  to  35  per  cent. 
The  Union  Central,  the  Massachusetts  Mutual,  Penn 
Mutual,  and  iEtna,  with  50  per  cent,  graded  commis- 
sions, were  also  just  about  within  the  limitation.  Other 
companies,  and  particularly  those  of  New  York,  paid 
considerably  higher  compensation  .to  their  agents  for 
new  business.  The  actual  loadings  of  the  North- 
western's  premiums  are  typical,  so  that  in  general  we 
may  say  that  the  new  law  permitted  about  50  or  55 
per  cent,  initial  commission  on  ordinary  life,  45  per 
cent,  on  twenty  payment  life,  and  35  per  cent,  on 
twenty-year  endowment  policies,  and  renewal  com- 
missions from  the  second  to  the  tenth  policy  year  of  7$ 
per  cent,  on  the  first  two,  and  5  per  cent,  on  the  third. 

These  rates  are  very  different  from  those  previously 
employed  in  the  New  York  companies.  For  instance, 
the  Equitable  before  1900  virtually  allowed  75  per 
cent,  initial  commission.  In  that  year  it  adopted  rates 
of  commission  of  50  per  cent,  the  first  year,  20  per  cent, 
the  second,  7$  per  cent,  the  third,  15  percent,  the  fourth, 
and  7J  per  cent,  from  the  fifth  to  the  tenth  years  on 
ordinary  life  policies.  In  addition  it  made  advances 
to  agents  on  the  security  of  renewal  commissions, 
many  of  which  never  materialized,  and  extra  compensa- 
tion in  various  forms.1  The  Mutual,  after  having  fol- 
lowed for  some  time  the  plan  of  allowing  liberal  renewal 
commissions,  and  lending  in  anticipation,  changed  its 

1  Armstrong  Report,  vol.  7,  p.  112. 
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methods  shortly  before  the  Armstrong  legislation.  It 
established  branch  office  managers  on  salary  and  pur- 
chased outright  the  renewal  commissions  of  agents, 
thus  allowing  a  single  "brokerage"  commission  of  about 
80  per  cent.  This  compensation  might  not  have  been 
unreasonably  high  had  it  not  been  that  a  good  deal  of 
the  business  failed  to  renew,  the  company  in  this  case 
having  purchased  something  that  proved  to  be  worth- 
less.1 The  New  York  Life,  most  successful  of  all  the 
companies  in  procuring  new  business,  had  also  estab- 
lished salaried  branch  office  managers,  and  had  con- 
centrated commissions  into  a  few  early  policy  years. 
But  its  most  distinctive  mode  of  payment  to  agents 
consisted  of  extra  compensation  of  various  sorts,  all 
based  upon  volume  of  business  written.  Bonuses 
and  prizes  were  given  for  various  exceptional  achieve- 
ments, and  an  agency  organization  called  Nylic,*  under 
the  patronage  of  the  company,  gave  benefits  to  its 
members  in  accordance  with  the  attainments  of  each.* 
The  United  States  Life  paid  commissions  "ranging 
from  50  per  cent,  to  80  per  cent.,  with  renewals  from  7J 
per  cent,  to  10  per  cent,  for  long  periods,"  besides  sup- 
plementary salaries  and  expense  allowances.  In  at  least 
one  case  an  agent  was  put  upon  a  basis  of  "95  per  cent, 
graded"  with  10  per  cent,  renewals  for  twenty  years.4 
The  Manhattan  Life  allowed  60  per  cent,  graded  besides 
salaries  and  expense  allowances.1  The  Washington  Life 
gave  75  per  cent,  graded  and  usually  gave  advances  to 
agents  in  addition.6  The  Germania  while  paying  only 
35  per  cent,  of  initial  premiums  and  4  per  cent,  of  re- 
newals in  Germany,  gave  65  per  cent,  and  7  J  respectively 
in  America.7    The  Home  Life  gave  55  per  cent,  graded, 

1  Armstrong  Report,  p.  33. 

1  A  name  derived  from  the  initial  letters  of  the  company's  name. 

1  Armstrong  Report,  vol.  7,  p.  67. 

4  Ibid.,  vol.  7,  p.  122.  •  Ibid.,  p.  127. 

•  Ibid.,  p.  132.  T  Ibid.,  p.  138. 
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10  per  cent,  for  "expenses,"  and  7$  per  cent,  for  fifteen 
years  out  of  renewals,  and  occasionally  additional 
expense  allowances  and  advances.1  In  the  Bankers' 
life,  commissions  were  65  per  cent,  the  first  year,  15 
per  cent,  the  second,  and  7J  to  the  end  of  the  policy.8 
In  the  Provident  Savings,  the  initial  commissions  were 
50  per  cent,  expense  allowance  20  per  cent.,  and  re- 
newals 5  or  7 J  per  cent. ,  but  the  metropolitan  agents  got 
65  per  cent,  graded.'  The  agency  manager  of  the 
Mutual  Reserve  received  85  per  cent,  graded,  with  $1.50 
a  thousand  on  renewals,  also  a  salary  of  $200  a  week 
and  expense  allowance  of  $200,  rent  for  branch  offices 
of  $20,000  a  year,  $3500  a  week  for  advances  to  agents, 
and  special  advances  beside.4  The  Security  Mutual 
paid  70  per  cent.,  rarely  80  per  cent.,  brokerage  com- 
missions, and  in  some  cases  5  per  cent,  more  for  ex- 
penses.1 The  Life  Association  of  America  allowed  as 
high  as  90  per  cent,  brokerage  commission. • 

This  completes  the  list  of  New  York  companies, 
excepting  only  the  Metropolitan  which  does  an  "or- 
dinary" business  with  moderate  commissions  in  order 
to  assist  its  "industrial"  agents.  It  will  be  seen  that 
not  one  of  the  regular  New  York  companies  conducted, 
its  business  within  reasonable  distance  of  the  limita- 
tions of  section  97.  Commissions  above  50  or  55  per 
cent,  graded,  renewals  above  7J  per  cent,  and  beyond 
the  tenth  policy  year,  advances  to  agents  against 
renewals,  extra  compensation  by  way  of  salaries  or 
expense  allowances  above  the  maximum  commissions, 
brokerage  commissions,  rewards  for  large  volume  or 
large  policies,  were  all  prohibited  by  the  law  of  1906. 
The  home  companies  were  most  seriously  affected, 
because  as  a  class  they  had  indulged  most  freely  in 
"high  pressure"  agency  methods.  But  companies  of 
other  states  were  by  no  means  unaffected. 

1  Armstrong  Report,  p.  142.         '  Ibid.,  p.  149.         *  Ibid.,  p.  159. 
4  Ibid.,  p.  180.  •  Ibid.,  vol.  7,  p.  197.  •  Ibid.,  p.  205. 
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The  returns  for  the  first  year  of  business  under  the 
expense  limitations l  show  that  practically  all  the  com- 
panies operating  in  New  York  were  able  to  conform 
with  the  requirements,  —  most  of '  them  with  a  very 
comfortable  margin  to  spare.  One  company  alone 
exceeded  the  limitation  upon  cost  of  new  business,  and 
this  arose  from  a  misunderstanding  which  cannot 
occur  again.  The  cost  of  new  business  of  other  com- 
panies ranged  from  49  per  cent,  to  100  per  cent,  of  the 
allowance,  the  average  being  91  per  cent.  The  limita- 
tion upon  total  expenses  appears  to  have  been  an  un- 
necessary addition  to  the  other  limitation,  for  the 
average  total  expenditure  of  the  companies  amounted 
to  only  66  per  cent,  of  the  legal  maximum.  As  it 
seems  to  work  a  hardship  to  a  very  few  companies  with 
unusually  low  loadings,  it  would  be  the  best  solution 
to  confine  the  limitation  to  the  cost  of  new  business 
instead  of  extending  it  also  to  the  cost  of  total  business. 

Against  section  97*  a  vigorous  protest  was  offered  at 
the  Albany  hearings  before  the  passage  of  the  act. 
After  its  passage  this  feature  became  the  chief  object 
of  attention,  and  has  continued  to  the  present  time  to 
arouse  the  most  general  interest.  Agitation  has  con- 
tinued almost  to  the  point  of  bitterness.  Naturally 
many  agents  have  been  irreconcilable.  Home  office 
managers  have  been  in  general  less  outspoken,  yet  a 
few  have  expressed  themselves  with  warmth. 

Had  the  New  York  companies  been  agreed  upon 
what  should  be  done  about  section  97,  it  might  have 
been  amended  earlier.  In  the  legislative  session  of 
1907  there  was  no  appeal  for  change,  since  the  effect 
of  the  section,  not  being  known,  could  not  be  satisfac- 
torily presented.    When  the  legislature  met  again  in 

1  New  York  Life  Insurance  Report,  1908;  Best's  Life  Insurance 
News,  March  31,  1906;  Chronicle,  April  23,  1908;  Standard,  June  13, 
1908. 

1  In  the  bill,  section  98;  in  the  act,  section  97. 
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1908  the  section  had  been  in  operation  for  a  year. 
Some  companies  had  fared  moderately  well  under  it, 
others  very  poorly.  Of  the  latter,  some  wanted  one 
remedy,  some  another.  Most  wanted  a  less  stringent 
provision  as  to  cost  of  new  business,  but  they  were 
unable  to  agree  upon  the  desirable  form  of  relief.  If, 
however,  any  wished  the  complete  abrogation  of  the 
section  and  a  return  to  the  old  unrestricted  race  for 
new  business,  none  dared  to  urge  its  views.  Prob- 
ably there  was  no  New  York  company  which  earnestly 
desired  the  absolute  repeal  of  the  limitation.1  All  were 
tired  of  the  game  and  were  glad  to  see  their  rivals,  if 
not  themselves,  checked.  But  the  restriction,  while 
tending  to  produce  a  uniformity,  affected  the  com- 
panies differently,  since  their  methods  had  hitherto 
varied.  The  Association  of  Life  Insurance  Presidents 
took  up  the  matter  of  proposed  amendments  in  Feb- 
ruary. It  acted  favorably  upon  the  proposed  amend- 
ments relating  to  contingency  reserve  and  permitting 
deferred  dividends  on  sub-standard  risks,  but  resolved 
unanimously  to  take  no  action  with  reference  to  sec- 
tion 97,  apparently  because  of  the  impossibility  of 
agreeing  upon  a  generally  satisfactory  modification.2 
This  practically  amounted  to  referring  the  question 
back  to  the  companies  without  recommendation. 

A  number  of  the  smaller  companies  in  and  out  of 
New  York  agreed  upon  a  bill,  introduced  in  the  Senate, 
which  would  have  modified  section  97  in  the  interests 
of  those  companies  in  particular  which  sold  non- 
participating,  and  low  premium  participating  policies.* 
The  New  York  Life  procured  the  introduction  in  the 
Assembly  of  a  rival  bill  which  provided  for  some  relax- 

1  Thus  President  Ide>  who  severely  criticizes  section  07,  says: 
"Limitation  of  expense  is  necessary  —  insurance  men  all  admit  it." 
Putnam's  Monthly,  June,  1007,  p.  303. 

1  Insurance  World,  February  25,  1008. 

*  Chronicle,  March  5,  12,  1908. 
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ation  in  the  expense  limitation,  but  the  main  purposes 
of  which  were  to  make  the  limitations  inapplicable  to 
individual  agents  and  agencies,  and  to  eliminate  the 
"maximum  wage  scale"  so-called,  by  permitting  any 
company  to  expend  its  provision  for  new  business 
according  to  any  basis  of  agent's  compensation  it 
might  choose  to  adopt.1 

To  secure  a  bill  which  would  be  generally  supported 
and  hence  stand  a  good  chance  of  passing,  a  compromise 
was  arranged.  Medical  examinations  and  inspection 
expenses  were  not  to  be  included  in  the  cost  of  new 
business.  Limitations  were  to  apply  only  to  companies 
and  not  to  agencies.  Maximum  initial  commissions 
were  limited  to  50  per  cent.  Five  extra  renewal  com- 
missions of  5  per  cent,  were  to  be  authorized  and 
collection  fees  of  3  per  cent,  instead  of  2  per  cent.  Com- 
pensation to  agents  might  take  the  form  of  prizes  and 
rewards  for  volume  of  business,  and  other  forms  beside 
commissions  or  collection  fees,  provided  expense 
limitations  were  not  exceeded.1 

The  compromise  bill  passed  both  branches  of  the 
legislature,  almost  unanimously,  and  was  sent  to  the 
governor,  who  gave  a  hearing  upon  the  bill  on  May  15. 
No  company  appeared  to  oppose  the  bill.  Though 
there  were  some  exceptions,  the  general  attitude  re- 
flected at  the  hearing  was  that  the  companies  did  not 
desire  greater  latitude  as  to  their  aggregate  expenses 
for  new  business,  but  did  want  authority  to  expend  the 
provision  in  a  different  way,  or  on  varying  terms 
among  different  agents,  especially  to  establish  new 
agencies  or  maintain  weak  ones.8 

Notwithstanding  the  earnest  support  given  to  the 
bill,  and  the  lack  of  any  opposition,  Governor  Hughes 
vetoed  it,  on  the  ground  that  the  increased  allowance 

1  Insurance  World,  March  24,  1908,  Brief  of  J.  H.  Mcintosh  on 
Hamn  Bill. 

'  Chronicle,  April  2,  1906.  '  Chronicle,  May  21,  1906. 
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would  permit  unwarrantable  outlays;  and  he  urged 
that  the  limitations  should  not  be  changed  hastily, 
and  that  it  was  then  too  early  to  determine  what 
changes  were  advisable.  He  concluded:  "While  I  am 
desirous  that  insurance  agents  should  receive  reason- 
able compensation  and  such  just  rewards  as  regard 
for  the  interest  of  policyholders  will  justify,  and  that 
our  New  York  companies  shall  receive  the  recognition 
and  enjoy  the  confidence  which  they  deserve,  I  cannot 
approve  the  bill  before  me,  as  I  believe  that  its  provi- 
sions are  ill  advised,  and  that  its  enactment  would  impair 
the  safeguards  which  should  protect  this  important 
business/' l  The  veto  provoked  many  bitter  comments 
from  insurance  agents  and  their  sympathizers.* 

The  governor's  position  has  however  been  justified 
by  the  passage,  with  his  approval,  of  a  bill  in  the 
session  of  1909,  which,  while  consistent  with  the 
original  purpose  of  section  97,  modifies  it  so  as  to 
remove  all  reasonable  opposition  on  the  part  of  econom- 
ical companies.  The  allowance  for  initial  expenses  is 
not  increased,  but  renewal  commissions  are  permitted 
to  run  for  fourteen  instead  of  nine  years,  and  authority 
is  given  to  companies  to  make  renewals  contingent  in 
whole  or  in  part  upon  the  efficiency  of  service  of  the 
agent,  or  upon  the  amount  and  quality  of  the  business 
renewed  under  his  supervision.  Collection  fees  re- 
ceivable after  the  termination  of  the  renewal  commis- 
sions are  raised  from  2  per  cent,  to  3  per  cent.  In 
signing  the  bill  which  provided  these  modifications, 
Governor  Hughes  wrote  the  memorandum:    "If  any 

1  Memorandum  filed  with  Assembly  bill  no.  2054,  May  23,  1908, 
published  in  Chronicle,  May  28,  1908.    See  also  Monitor,  June,  1906. 

*  See,  for  instance,  the  editorial  in  the  Weekly  Underwriter,  May  30, 
1908;  and  such  remarks  as  this,  "In  the  space  of  a  few  months  one 
man  in  this  country  found  out  all  there  was  to  know  about  life  insurance, 
discovered  all  of  its  evils,  saw  none  of  its  benefits,  and  framed  a  code 
of  laws  that  would  make  that  great  system  absolutely  perfect  in  every 
minute  detail."    Spectator,  May  28,  1908. 
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change  is  to  be  made  in  the  statute,  that  now  pro- 
posed may  be  allowed  with  the  smallest  risk  of  injury, 
while  at  the  same  time  any  possible  ground  of  just 
complaint  of  the  limitations  of  the  statute  is  removed. 
After  this,  certainly  no  one  can  be  heard  to  assert 
hardship  who  looks  at  the  matter  from  the  standpoint 
of  the  policyholder/' 

One  problem  created  by  section  97  has  possessed 
considerable  temporary  importance,  yet  it  must  be 
regarded  as  an  incidental  question.  That  is  the 
situation  in  which  life  insurance  agents  have  found 
themselves.  Probably  a  very  large  proportion  of  them 
think  that  their  trade  has  been  grievously  and  unjustly 
injured  by  the  limitations.  They  can  hardly  be 
blamed  for  confining  their  attention  to  their  own 
interests,  yet  they  could  not,  of  course,  hope  to  justify 
their  continued  employment  at  rates  of  remuneration 
that  were  not  in  the  interests  of  the  policyholders. 
The  business  world  in  general  honors  no  claim  for 
tribute  on  the  part  of  men  who  cease  to  be  as  greatly 
needed  in  industry  as  formerly,  and  life  insurance 
agents  must  be  prepared  to  face  diminished  incomes 
or  a  thinning  of  their  ranks  unless  they  demonstrate 
that  they  are  needed  as  much  as  ever.  The  readjust- 
ment has  involved  hardship,  but  the  case  in  no  wise 
differs  from  that  of  commission  men  and  middlemen 
in  other  industries.  It  must  be  freely  confessed  that 
the  agents  have  recently  been  laboring  under  peculiar 
hardships.  Under  the  regime  of  extravagant  commis- 
sions, agents  multiplied  rapidly  and  policyholders 
maintained  them  liberally.  Now  suddenly  their  har- 
vest has  suffered,  and  many  have  abandoned  the  field 
altogether,  while  many  others  have  had  to  content 
themselves  with  greatly  reduced  incomes.  Unques- 
tionably a  sufficient  number  of  men  must  retire  from 
the  business  to  leave  to  the  remainder  fair  average 
incomes,  which  will  be  possible  even  under  the  limita- 
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tions  after  the  pressure  of  competition  is  somewhat  re- 
lieved. While  no  one  can  deny  that  the  readjustment 
has  meant  hardship  for  many,  the  fault  is  not  with  the 
present  economy,  but  with  the  past  extravagance. 

While  the  limitations  have  undoubtedly  influenced 
many  to  abandon  the  work  of  soliciting,  care  should  be 
taken  not  to  exaggerate  the  effect  of  the  limitations. 
The  abandonment  of  the  field  began  as  early  as  1905, 
because  of  the  disgust  and  discouragements  of  the 
agents  who  had  been  representing  companies  which 
suffered  in  popular  esteem.  The  process  of  disintegra- 
tion of  agency  forces  continued  during  1906,  while  the 
laws  did  not  go  into  effect  until  1907.  Generally 
speaking,  the  companies  which  had  been  able  to  retain 
their  agents  in  1905  and  1906  found  occasion  to  praise 
the  "loyalty"  of  their  field  men  in  1907,  though  the 
year  was  a  trying  one,  quite  apart  from  any  legisla- 
tion. The  October  panic  seriously  injured  the  so- 
licitor's business  in  the  last  quarter  of  the  year,  which 
is  usually  his  best  season.  The  recovery  was  swift, 
however,  and  the  figures  for  1908  were  the  most 
encouraging  since  1904. 


CHAPTER  XIV 


RESERVE1 


This  fund  has  by  high  authority  been  well  styled  "the 
great  sheet-anchor  of  life  insurance."  By  referring  to  the 
table  of  net  single  premiums  (page  148),  it  will  be  seen  that 
by  the  American  Experience  Table  of  Mortality,  and  4£ 
per  cent,  interest,  the  net  single  premium  that  will  insure 
$1000  for  whole  life,  at  age  20,  is  $217,448.  At  age  21 
the  net  single  premium  is  $221,155.  The  latter  sum  is  the 
net  amount  that  must  be  charged  by  the  company  in  order 
to  insure  a  person  who  is  21  years  old.  This  is  the  sum 
that  the  company  must  hold  at  the  end  of  the  first  year, 
upon  the  policy  issued  at  20,  after  paying  the  net  cost  of 
insurance  for  the  year.  The  net  single  premium  $217,448 
paid  at  age  20  will,  when  increased  by  net  interest  for  one 
year,  furnish  the  required  contribution  of  this  policy  to  pay 
death  claims,  and  leave  in  the  hands  of  the  company  the 
net  single  premium  necessary  to  effect  the  insurance  for 
whole  life  at  age  21,  in  case  death  does  not  occur  before. 

At  the  end  of  the  second  policy  year,  when  the  policy- 
holder will  be  22  years  old,  the  net  single  premium  that 
will  then  insure  $1000  for  whole  life  is  $225,019,  and  this 
is  the  amount  that  must  then  be  held  by  the  company  to 
the  credit  of  this  policy,  if  the  insured  is  still  alive.  In 
like  manner,  each  successive  year,  if  the  policy-holder  sur- 
vives, the  company  must  have,  in  order  to  comply  with 
its  contract,  an  amount  on  hand  to  the  credit  of  this  policy 
equal  to  the  net  single  premium  that  will  at  the  age  the 

*  By  Gufltavus  W.  Smith.  Reprinted  from  pages  42-47  of  "Notes 
on  life  Insurance";  8.  W.  Green.    New  York,  1875. 
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policy-holder  has  attained  be  sufficient  to  effect  the  in- 
surance. 

Deposit  or  "reserve"  in  case  a  policy  is  paid  for  by  equal 
annual  premiums.  —  From  the  table  it  is  seen  that  at 
age  42  the  net  annual  premium  that  will  insure  $1000  for 
whole  life  (Actuaries'  4  per  cent.)  is  $25,554.  This  pre- 
mium is  to  be  paid  at  the  beginning  of  each  year,  as  long 
as  the  person  is  alive  to  make  the  payment.  At  the  end 
of  the  first  year,  or  beginning  of  the  second  —  supposing 
the  insured  to  be  alive  —  he  pays  the  net  annual  premium, 
$25,554,  and  is  insured  for  another  year;  but  he  is  now 
43  years  old,  and  $26,585  is  the  net  annual  premium  re- 
quired to  insure  $1000  for  life  at  age  43. 

Why  is  it  that  the  man  who  was  insured  at  age  42,  and 
who  has  been  insured  one  year,  and  has  paid  for  that  in- 
surance, can,  at  43  years  of  age,  be  insured  by  the  company 
for  a  less  premium  than  is  required  to  insure  a  man  of  the 
same  age,  43,  but  who  now  takes  out  a  policy  for  the  first 
time  in  that  company?  Taking,  for  further  illustration,  a 
still  greater  age,  we  find  that  at  age  65  the  net  annual 
premium  that  will  insure  $1000  for  life  is  $74,718;  and  yet 
the  person  who  took  out  his  policy  at  age  42,  supposing 
he  is  still  alive,  can  be  safely  insured  at  age  65  by  the  com- 
pany for  a  net  annual  premium  of  $25,554. 

How  is  this?  Why  is  it  that  a  man  65  years  of  age  can 
be  insured  safely  by  a  company  for  a  net  annual  premium 
of  $25,554,  and  another  man  of  the  same  age,  probably  in 
better  health,  because  he  has  just  passed  a  medical  exami- 
nation, can  not  be  safely  insured  by  the  company  for  a  less 
net  annual  premium  than  $74,718  ? 

The  net  annual  premium  is  calculated  to  provide  against 
all  the  probabilities  and  risks  of  the  insured  dying  in  any 
year,  and  of  his  policy  becoming  due;  and  also  the  risk  of 
his  being  alive,  from  year  to  year,  to  pay  his  annual  pre- 
mium. At  the  end  of  each  year,  after  the  net  annual 
premium  has  paid  its  proportion  of  the  losses  by  death  for 
the  year,  there  must  be  in  the  hands  of  the  company,  on 
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account  of  and  to  the  credit  of  each  and  every  outstanding 
policy,  an  amount  in  money  or  securely  invested  funds 
that  will  be  in  present  value  the  equivalent  of  a  life  series 
of  annual  premiums,  each  of  which  is  equal  to  the  differ- 
ence between  the  net  annual  premium  the  insured  paid  on 
taking  out  his  policy  and  the  net  annual  premium  he  would 
now  have  to  pay  if  he  were  taking  out  a  new  policy  at  his 
present  advanced  age.  This  amount  that  must  be  in  the 
hands  of  the  company  at  the  end  of  each  year's  business, 
to  the  credit  of  the  respective  policies,  is  variously  styled, 
by  life  insurance  writers,  "reserve"  "reserve  for  reinsur- 
ance/' "net  premium  reserve,"  "net  value,"  "true  value," 
"self-insurance,"  etc. 

As  before  stated,  the  net  annual  premium  to  insure 
$1000  at  age  42  is  $25,554,  and  the  net  annual  premium 
to  insure  the  same  amount  at  age  43  is  $26,585.  The 
difference  between  these  two  premiums  is  $1,031.  The 
value  at  age  43  of  a  life  series  of  annual  payments  of  $1 
is  from  the  table  found  to  be  $15,374.  We  can  find  the 
value  at  the  same  age  of  a  whole-life  series  of  annual  pay- 
ments, each  of  which  is  equal  to  $1,031,  by  the  proportion; 
$1:  $1.031: :  $15,374  is  to  the  answer.  Solving  this  pro- 
portion, we  find  that  the  value  at  age  43  of  a  life  series  of 
annual  premiums  of  $1,031  is  equal  to  $15.8$1. 

If  the  company  has  the  $15,851  on  hand  in  deposit, 
which  is  the  cash  equivalent  of  this  difference  in  the  future 
net  annual  premiums,  this  amount  of  cash  in  hand,  to- 
gether with  the  smaller  net  annual  premium  due  at  the 
age  of  42,  is  just  the  same  value  as  the  net  annual  premium 
due  to  age  43.  This  $15,851  is  the  amount  that  must  be 
held  on  deposit  in  trust  for  the  policy  of  $1000  taken  out 
at  age  42,  at  the  end  of  the  first  year  of  the  policy. 

The  net  annual  premium  at  age  44  to  insure  $1000  for 
whole  life  is  found  from  the  same  table  to  be  $27,682. 
The  difference  between  the  net  annual  premium  due  to 
age  44,  and  that  which  the  person  insured  at  age  42  will 
pay  when  he  is  44  years  of  age,  is  obtained  by  subtracting 
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125.554  from  $27,682;  this  difference  is  $2,128,  and  there 
must  be  in  the  hands  of  the  company  a  deposit  at  the  end 
of  the  second  year  of  this  policy  equal  to  the  value  at  that 
time  of  a  whole-life  series  of  annual  premiums,  each  of 
which  is  equal  to  $2,128,  which  is  the  difference  between 
the  net  annual  premium  due  to  age  44  and  that  which 
the  insured  will  pay.  From  the  table,  we  find  that  the 
value  at  age  44  of  a  whole-life  series  of  net  annual  pre- 
miums of  $1  each  is  $15,119.  We  find  the  value  at  same 
age  of  a  whole-life  series  of  annual  premiums,  each  of  which 
is  $2,128,  by  the  proportion;  $1:  $2,128:  :  $15,119  is  to  the 
answer. 

Solving  this  proportion,  we  find  the  value  sought  is 
$32,172.  This  is  the  fund  on  deposit,  or  the  "reserve," 
for  this  policy  at  the  end  of  the  second  year.  In  a  manner 
entirely  similar,  we  find  the  amount  that  must  be  on 
deposit  at  the  end  of  each  policy  year;  and  if  the  company 
has  it  on  hand,  and  keeps  it  securely  invested  at  the  net 
rate  of  interest,  and  regularly  compounds  the  interest 
yearly,  this  "trust  fund  deposit,"  together  with  the  present 
value  of  the  future  net  annual  premiums,  will  always  keep 
the  policy  that  is  paying  the  smaller  net  annual  premiums, 
due  to  the  younger  age  at  which  the  holder  entered  the 
company,  just  on  a  par  with  those  policies  that  come  in 
later,  or  at  a  more  advanced  age  of  entry,  and  pay  the 
larger  annual  premium  due  to  this  advanced  age. 

The  amount  of  this  deposit  may  be  calculated  by  a 
somewhat  different  process,  as  follows:  At  the  time  the 
contract  is  entered  into,  the  value  at  that  time  of  the 
whole-life  series  of  net  annual  premiums  to  be  paid  for 
the  policy  is  exactly  equal  to  the  net  single  premium 
at  that  age.  Remember  that  the  net  single  premium 
is  obtained  by  direct  calculation  for  insurance  each 
separate  year,  and  we  convert  the  net  single  premium 
into  an  equivalent  net  annual  premium.  At  the  end 
of  any  policy  year,  find  the  net  single  premium  due  to 
that  age,  then  find  the  value  at  that  age  of  the  series 
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of  net  annual  premiums  the  insured  is  to  pay;  this  will 
be  less  than  the  net  single  premium  that  at  that  age 
will  effect  the  insurance,  and  this  difference  is  the  amount 
that  must  be  held  by  the  company  in  deposit  to  the 
credit  of  the  policy.  For  instance,  at  age  42  the  net 
single  premium  to  insure  $1000  for  whole  life,  actuaries'  4 
per  cent.,  is  $399,184,  and  this  is  the  value  at  that  age  of 
the  whole-life  series  of  the  annual  premiums,  $25,554,  due 
to  the  age.  At  the  end  of  the  twentieth  policy  year,  the 
insured,  if  alive,  will  be  62  years  old.  The  net  single  pre- 
mium required  to  insure  $1000  for  whole-life  at  62  is 
$623,826.  Now  the  value  at  age  62  of  a  life  series  of  an- 
nual payments  of  $1  each  is  $9,781;  multiply  this  by  the 
net  annual  premium  the  insured  is  paying,  that  is,  $25,554, 
and  we  have  the  value  at  age  62  of  the  series  of  net  annual 
premiums  the  insured  is  to  pay.  This  amounts  to  $249,931, 
but  direct  calculation  shows,  as  stated  above,  that  the 
insurance  on  the  assumed  table  of  mortality  and  rate  of 
interest  can  not  be  effected  at  that  age  for  less  than  $623,826 
net  single  premium.  The  difference  between  this  sum  and 
the  value  of  the  series  at  age  62  which  the  insured  is  to 
pay  must  be  held  by  the  company  in  deposit  to  the  credit 
of  the  policy;  therefore,  subtracting  $249,931  from  $623,826 
we  have  $373,895,  which  is  the  sum  that  must  be  in  de- 
posit at  the  end  of  the  twentieth  policy  year  belonging  to 
a  policy  taken  out  at  age  42  for  $1000. 

It  is  necessary  to  have  the  value  of  the  net  angle  pre- 
mium at  each  age,  and  all  that  portion  of  this  value  not 
in  the  present  value  of  the  future  net  annual  premiums 
must  be  on  hand  in  deposit.  Therefore,  a  company  that 
charges  a  less  net  annual  premium  than  that  called  for 
by  the  table  of  mortality  and  rate  of  interest  designated 
by  law  must  be  required  to  add  to  what  would  be  the 
legal  deposit,  in  case  the  future  net  premiums  are  equal 
to  those  required  by  the  law,  an  amount  equal  to  the  value 
at  that  time  of  a  series  of  annual  premiums  each  of  which 
is  equal  to  the  difference  between  the  net  annual  premium 
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called  for  by  the  legal  data  and  the  net  annual  premium 
the  company  has  agreed  to  receive. 

Illustration. — To  illustrate  the  manner  in  which  the 
"deposit"  must  accumulate  in  the  earlier  years  of  a  life 
insurance  company,  in  order  to  enable  it  to  meet  its  obli- 
gations when  the  death  claims  exceed  the  premiums,  let 
us  suppose  that  a  company  insures  20,000  policy-holders 
for  $5000  each,  at  age  30.  The  net  annual  premium  re- 
quired for  each  person  is  $84.85.  This,  on  20,000  policies, 
would  make  the  first  payment  of  annual  premiums  amount 
to  $1,697,000.  The  net  interest  is  assumed  to  be  4  per 
cent.,  and,  for  the  first  year,  it  amounts  to  $67,880.  The 
company  has,  therefore,  at  the  end  of  the  first  year,  $1,764,- 
880.  By  the  table  of  mortality,  168  of  the  insured  will 
die  during  the  first  year;  to  the  heirs  of  each,  the  company 
must  pay  $5000.  The  losses  by  death  are,  therefore, 
$840,000;  leaving  on  hand  with  the  company,  after  all 
the  death  claims  are  paid,  $924,880;  which  would  be  a 
handsome  "surplus"  at  the  end  of  the  first  year's  business, 
but  for  the  fact  that  every  dollar  of  this  sum  belongs  to 
the  trust  fund  deposit,  and  is  an  already  accrued  liability 
—  a  debt. 

At  the  end  of  the  thirty-fourth  year  the  deposit  for  each 
outstanding  policy  must  be  $2464.25.  The  table  of  mor- 
tality shows  that  11,297  of  the  policy-holders  will  be 
living  at  the  end  of  the  thirty-fourth  year;  the  company 
must,  therefore,  have  on  hand  a  trust  fund  deposit  amount- 
ing to  $27,838,632.25.  We  find  that  11,742  policy-holders 
were  living  at  the  beginning  of  the  thirty-fourth  year,  and 
their  net  annual  premiums  amounted,  in  the  aggregate, 
to  $996,308.70.  There  were  445  deaths  during  the  year, 
and  the  aggregate  losses  by  death  amounted  to  $2,225,000. 
Thus,  in  this  year,  the  death  claims  exceed  the  annual 
premiums  by  more  than  one  and  one  quarter  millions  of 
dollars.  But  the  company  has  on  hand,  in  deposit,  at 
the  end  of  the  year,  $27,838,632.25,  after  having  paid  the 
death  claims.    The  company,  however,  is  not  rich,  nor 
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more  than  able  to  pay  its  liabilities,  because  it  will  surely 
take  the  last  cent  of  this  amount,  with  all  the  future  net 
annual  premiums,  and  interest  compounded  regularly  all 
the  time,  to  enable  it  to  meet  and  pay  its  now  rapidly 
increasing  death  claims. 

Let  us  look  into  the  accounts  of  the  company  at  the  end 
of  the  fiftieth  year.  The  "deposit"  on  account  of  each 
policy  at  the  end  of  this  year  is  $3708.20;  and  there  are 
living  3080  policy-holders.  The  aggregate  "deposit"  for 
the  outstanding  policies  at  this  time  is  $11,421,256.  There 
were  461  deaths  during  the  year,  and  the  aggregate  of 
policies  that  matured  during  the  year  amounted  to 
$2,305,000.  There  were  3541  policy-holders  living  at  the 
beginning  of  the  year,  and  the  aggregate  of  the  net  annual 
premiums  paid  by  them  amounted  to  $300,453.85.  We 
see  from  this  that  the  losses  by  death  during  the  year 
exceeded  the  net  annual  premiums  by  more  than  $2,000,000. 
The  "deposit"  is  reduced  to  $11,421,256,  which  is  less  than 
one-half  the  amount  in  "deposit"  at  the  end  of  the  thirty- 
fourth  year.  But  the  company  has  not  lost  money,  it 
has  only  been  paying  its  debts.  At  the  end  of  the  thirty- 
fourth  year  it  had  more,  but  it  owed  more.  It  had  enough 
then,  and  only  enough,  to  pay  what  it  owed;  it  is  in  the 
same  condition  now. 

At  the  end  of  the  sixty-fifth  year  we  find  the  "deposit" 
that  must  be  in  the  hands  of  the  company  to  the  credit 
of  each  policy  is  $4560.87;  and  there  are  twenty  of  the 
original  policy-holders  living.  The  aggregate  "deposit" 
for  these  twenty  outstanding  policies  is  $91,217.40.  The 
$27,838,632.25  that  the  company  had  on  hand  at  the  end 
of  the  thirty-fourth  year  is  now  reduced  to  less  than 
$100,000.  But  the  company  has  only  been  paying  its 
debts  to  policy-holders  —  not  losing  money.  In  fact,  it 
had  none  to  lose  of  its  awn. 

At  the  end  of  the  sixty-ninth  year  the  "  deposit "  amounts 
to  $4722.84;  and  there  is  one  policy-holder  living.  He 
pays  his  regular  net  annual  premium  the  day  he  is  99 
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years  old.  The  premium  is  $84.85.  This,  added  to  the 
" deposit"  on  hand  at  the  end  of  the  preceding  year, 
makes  $4807.69  of  this  policy-holder's  money  in  the  hands 
of  the  company  the  day  the  policy-holder  is  99  years  old. 
At  net  interest,  which  is  4  per  cent.,  the  interest  for  the  year 
will  amount  to  $192.31;  and  this,  added  to  the  amount, 
$4807.69,  on  hand  at  the  beginning  of  the  year,  makes 
$5000,  with  which  to  pay  the  policy  of  the  last  policy- 
holder in  this  company. 

We  see  that  the  $27,838,632.25,  which  the  company 
had  in  its  possession  at  the  end  of  the  thirty-fourth  year, 
belonging  to  policy-holders,  has  been  paid  to  them.  The 
policies  were  all  paid  at  maturity;  the  company  has 
nothing  left.  In  fact,  it  never  had  a  cent  of  its  own  during 
the  whole  time,  although  we  have  seen  it  the  custodian, 
at  one  time,  of  nearly  $28,000,000  of  other  people's  money. 
It  owed  every  cent,  and  it  paid  every  cent  it  owed. 

It  is  a  marked  peculiarity  of  life  insurance  business,  as 
seen  in  this  illustration,  that  the  annual  premiums  exceed 
the  death  claims  for  the  first  30  or  40  years;  after  which 
time  the  losses  by  death  largely  exceed  the  annual  pre- 
miums. The  trust  fund  deposit,  after  a  table  of  mortality 
and  rate  of  interest  have  been  designated,  is  a  fixed  mathe- 
matical amount;  it  increases  for  each  policy  at  the  end  of 
every  succeeding  year  of  the  existence  of  the  policy. 
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Deposit  at  the  End  of  Each  Year  on  a  Whole-Life  Policy  fob 
$1000,  Taken  Out  at  Age  45  —  American  Experience  — 

Four  Per  Cent. 


Age 

M 

Age 

Deposit 

Age 

Deposit 

45  .... 

$17.24 

62  .... 

368.46 

79  .... 

$712.77 

46  .... 

34.98 

63  .... 

390.72 

80  .... 

730.56 

47  .... 

53.22 

64  .... 

412.91 

81  .... 

748.03 

4o  •  •  .  • 

71.95 

65  .... 

434.96 

82 

765.24 

40  .... 

91.18 

66  . . . . 

456.82 

83  .... 

782.37 

50  .... 

110.72 

67  .... 

478.45 

94  ■ • . . 

799.49 

51  .... 

130.72 

68  .... 

499.78 

85  .... 

816.43 

52  .... 

151.09 

69  .... 

520.78 

86  .... 

832.90 

53  .... 

171.81 

70  .... 

541.39 

87 

848.53 

54  .... 

192.85 

71  .... 

561.58 

oo  • . . . 

863.28 

55  .... 

214.18 

72  .... 

581.39 

89  .... 

877.54 

56  .... 

235.75 

73  .... 

600.85 

90  .... 

891.55 

57  .... 

257.55 

74  .... 

620.02 

91  .... 

904.65 

58  .... 

279.53 

75  .... 

638.95 

92  .... 

915.35 

59  ... . 

301.66 

76  .... 

657.70 

93  .... 

925.41 

60  .... 

323.88 

77  .... 

676.26 

V4  • • ■ . 

934.42 

61  .... 

346.16 

78  .... 

694.62 

95  .... 

1000.00 

CHAPTER  XV 


NET  VALUATION  l 


The  insurance  laws  of  the  several  states  require  every 
regular  life  insurance  company  to  have  on  hand  at  all  times 
cash  or  approved  securities  not  less  in  amount  than  the 
net  valve  of  its  outstanding  policies,  according  to  the 
minimum  legal  standard  of  valuation. 

By  net  value  is  meant  the  amount  of  the  reserve  per- 
taining to  the  policy  at  any  stated  time.  It  is  always 
the  difference  between  the  present  worth  of  the  net  pre- 
miums to  be  paid  on  the  policy,  and  the  present  worth 
of  the  benefits  guaranteed  thereunder  —  such  as  amounts 
payable  at  death,  at  maturity,  on  surrender,  etc. 

Net  valuation  is  the  process  of  determining  the  legal 
net  value  or  reserve  of  a  company's  outstanding  policies, 
the  net  premium  only  —  not  the  gross  premium  —  being 
considered.  To  understand  what  is  meant  by  the  term 
minimum  legal  standard  of  valuation,  observe  that,  in 
the  computation  of  the  premium,  it  is  assumed  that  the 
reserve  will  earn  a  specified  rate  of  interest.  In  the  case 
of  most  companies  nowadays,  the  rate  assumed  is  3  per 
cent.  On  this  basis,  the  required  net  annual  premium  of 
an  ordinary  life  policy  issued  at  age  56  was  found  to  be 
$47.76.  The  reserve  or  insurance  fund,  consisting  of  the 
net  premium  receipts  plus  the  interest  earned  thereon  at 
the  assumed  rate,  suffices  for  the  payment  of  all  existing 
policies  at  maturity. 


1  Reprinted  by  special  permission  from  pages  78-87  and  114-122  of 
the  "Educational  Leaflets1'  issued  by  the  Mutual  Life  Insurance 
Company  of  New  York,  1908. 

208 


NET  VALUATION  209 

It  b  obvious  that,  in  order  to  accumulate  a  specific  sum 
within  a  stated  time  by  means  of  small  yearly  deposits, 
the  deposits  must  be  larger  if  the  interest  to  be  added  to 
the  fund  b  at  the  rate  of  only  3  per  cent,  than  if  3  J  or  4 
per  cent,  interest  b  to  be  received.  It  is,  therefore,  equally 
clear  that,  if  the  net  premium  receipts  of  a  life  insurance 
company  were  certain  to  earn  3  J  or  4  per  cent,  interest, 
the  rates  necessary  to  provide  funds  sufficient  for  the 
payment  of  all  policies  at  maturity  would  be  lower  than 
when  only  3  per  cent,  interest  b  realized.  In  other  words, 
when  the  reserve  b  to  be  accumulated  at  3  per  cent,  inter- 
est, larger  net  premiums  are  necessary  than  when  a  higher 
interest  rate  b  assumed. 

In  all  cases,  whatever  the  rate  of  interest  assumed, 
the  reserve  at  the  attained  age  of  96  b  equal  to  the  face 
of  the  policy.  The  reserve  at  the  end  of  the  thirty-ninth 
year  at  the  attained  age  of  95  b  $923.11.  That  sum  plus 
the  next  year's  net  premium,  $47.76,  plus  3  per  cent, 
interest,  amounts  to  $1000  at  the  end  of  the  year  at  the 
attained  age  of  96.  Had  it  been  assumed  in  the  computa- 
tion that  the  funds  would  earn  4  per  cent.,  the  required 
net  premium  would  have  been  only  $45  instead  of  $47.76, 
and  the  reserve  at  the  attained  age  of  95  would  have  been 
$916.54  instead  of  $923.11.  Observe  that  $916.54,  plus 
the  next  year's  net  premium  of  $45,  plus  4  per  cent,  inter- 
est, likewise  amounts  to  $1000  at  the  end  of  the  year  at 
the  attained  age  of  96.  Thus,  as  stated  before,  the  higher 
the  rate  of  interest  assumed,  the  smaller  will  be  the  re- 
serve pertaining  to  any  policy.  A  3}  per  cent,  reserve  b 
larger  than  one  computed  on  a  4  per  cent,  basis  and  smaller 
than  a  3  per  cent,  reserve. 

The  laws  of  the  several  states  prescribe  the  maximum 
rate  of  interest  that  may  be  assumed,  and  the  mortality 
table  that  shall  be  used,  in  computing  the  reserve  or  net 
value  of  a  company's  policies.  Thb  requirement  b  termed 
the  legal  standard  of  valuation.  The  net  value  com- 
puted by  the  legal  standard  b  termed  the  legal  net  value 
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or  legal  reserve.  In  several  states  the  rate  of  interest 
fixed  by  the  minimum  legal  standard,  or  the  lowest  stand* 
ard  prescribed  by  law,  is  4 J  per  cent.  —  in  others  4  per 
cent.  In  New  York,  Massachusetts,  and  one  or  two  other 
states,  the  minimum  legal  standard  calls  for  3}  per  cent, 
interest,  so  that  a  company  whose  premiums  are  computed 
on  a  4  per  cent,  reserve  basis  must,  in  order  to  do  business 
in  those  states,  submit  to  a  valuation  by  the  higher  standard 
of  3}  per  cent.  Many  companies  have  recently  adjusted 
their  premiums  for  new  business  to  a  3  per  cent,  basis, 
and  are  accumulating  3  per  cent,  reserves  accordingly, 
notwithstanding  the  lower  minimum  standard  provided 
by  law. 

Knowing  the  ages  of  the  several  policy-holders,  we  may 
determine  how  many  according  to  the  mortality  table 
will  die  in  each  year  thereafter,  and  how  many  will  be 
living  at  the  end  of  each  year,  and  hence  the  amount  of 
claims  to  be  expected  in  each  year  until  all  existing  policies 
have  matured,  either  by  the  death  of  the  policy-holder  or 
the  expiration  of  the  term  for  which  the  contract  was 
written.  Having  these  data  we  may  compute  the  present 
worth  or  present  value  of  all  outstanding  policies  —  that 
is,  the  sum  which  accumulated  at  a  given  rate  of  interest, 
say  3  per  cent.,  will  equal  an  amount  sufficient  to  pay  every 
policy  in  full  as  the  latter  matures. 

In  like  manner,  knowing  how  many  policy-holders  will 
be  living  according  to  the  table  at  the  beginning  of  each 
subsequent  year,  to  pay  the  premiums  called  for  by  the 
several  policies,  we  may  determine  the  net  premium  in- 
come of  each  year  until  the  last  existing  policy  has  matured. 
Hence  we  may  compute  the  present  worth  of  all  future 
net  premiums  to  be  collected  on  outstanding  policies. 

Let  us  now  take  for  illustration  the  case  of  a  company 
issuing  100,000  policies,  aggregating  a  total  of  $100,000,000 
insurance.  Assume  that  the  present  worth  of  those 
policies  —  that  is,  the  present  worth  of  the  benefits  to 
accrue  under  their  terms,  is  found  to  be  $37,055,000. 
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This  sum  then  constitutes  the  present  value  of  the  policy 
obligations  which  the  company  has  assumed.  To  pay 
these  policies  as  they  mature,  the  company  has  no  other 
resource  than  the  net  premiums  stipulated  to  be  paid 
thereon  plus  the  interest  which  those  premiums  will  earn 
at  the  assumed  rate,  say  3  per  cent.  If  now  the  present 
worth  of  these  premiums  is  likewise  found  to  be  $37,055,000, 
it  is  obvious  that  the  company  is  solvent  and  will  —  if 
3  per  cent,  interest  is  earned  and  the  mortality  does  not 
exceed  that  indicated  by  the  table  —  be  able  to  meet  its 
obligations  at  maturity.  A  statement  of  its  assumed 
condition  would  be  as  follows: 

Credit  Side 

Present  worth  of  net  premiums  to  be  collected  on  existing 
contracts  $37,065,000 

Debit  Sidb 
.Present  worth  of  benefits  under  outstanding  policies $37,066,000 

Such  would  be  the  exact  status  of  a  legally  solvent 
mutual  company  the  day  it  begins  business,  after  a  num- 
ber of  policies  have  been  written  but  before  any  premiums 
have  been  collected. 

Let  us,  however,  take  the  same  company  after  several 
years'  premiums  have  been  collected  and  a  number  of  poli- 
cies paid,  a  reasonable  amount  of  new  business  having  been 
written  in  the  meantime.  As  some  of  the  net  premiums 
called  for  by  existing  contracts  have  been  received  and 
applied,  the  present  worth  of  the  premiums  remaining  to 
be  collected  will  no  longer  equal  the  present  worth  of  bene- 
fits under  policies  now  outstanding.  Assume,  for  example, 
the  present  worth  of  those  benefits  to  be  now  $38,000,000, 
and  the  present  worth  of  future  net  premiums  $34,000,000. 
The  present  worth  of  benefits  promised,  or  obligations 
assumed,  will  be  larger  than  at  first,  because  every  exist- 
ing policy  is  nearer  maturity,  while  the  present  worth  of 
net  premiums  to  be  collected  in  the  future  will  be  less  than 
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before,  because  some  part  of  the  premiums  originally 
called  for  by  every  existing  policy  have  already  been 
collected.  Our  debits  then  in  this  case  would  exceed  our 
credits  by  $4,000,000,  and  the  statement  would  now  be 
as  follows:  _. 

Credit  Sim 

Present  worth  of  net  premiums  to  be  collected  on  existing 

policies $34,000,000 

Deficit 4,000,000 

$38,000,000 
Debit  Side 

Present  worth  of  benefits  under  outstanding  policies $38,000,000 

The  company  is  now  clearly  insolvent  under  the  law, 
for  the  present  worth  of  net  premiums  to  be  received  — 
its  only  apparent  resources  —  is  $4,000,000  less  than  the 
present  worth  of  the  benefits  to  be  paid.  This  deficit 
represents  the  legal  reserve  liability  of  the  company  — 
that  is,  the  net  valve  of  its  outstanding  policies  accord- 
ing to  the  legal  standard  of  valuation,  being  the  difference 
between  the  present  worth  of  the  benefits  for  which  the 
company  is  liable  under  its  policies  and  the  present  worth 
of  all  the  net  premiums  to  be  received.  If  the  company, 
however,  after  providing  for  the  tabular  mortality  and 
matured  endowments,  has  reserved  from  year  to  year  the 
balance  of  its  net  premium  and  interest  income,  the  funds 
so  reserved  will  now  aggregate  exactly  the  amount  of  the 
computed  reserve  liability.  In  other  words,  it  will  have 
on  hand  the  reserve  required  by  law  to  maintain  solvency,  V 
and  the  statement  of  its  condition  will  now  assume  the 
following  form : 

Credit  Side 

Present  worth  of  net  premiums  remaining  to  be  collected 

on  existing  policies $34,000,000 

Reserve  (Gash  and  Invested  Funds)     4,000,000 

$38,000,000 
Debit  Side 

Present  worth  of  benefits  contracted  for  in  outstanding 
policies $38,000,000 
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This  suggests  the  definition  of  the  legal  reserve  given 
above,  to  wit:  "A  fund  equal  in  amount  to  the  excess  of 
the  present  value  of  benefits  under  outstanding  policies 
over  the  present  value  of  net  premiums  to  be  paid  on 
those  policies." 

On  the  basis  of  the  statement  as  last  rendered,  the  com- 
pany is  technically  solvent,  since  the  credits  and  debits 
are  equal.  The  form  of  the  statement  may  be  simplified 
by  eliminating  the  two  items,  "Present  worth  of  net  pre- 
miums" and  "Present  worth  of  policies/'  and  simply 
carrying  to  the  debit  side  of  the  account  the  difference 
between  the  present  worth  of  policy  obligations  and  the 
present  worth  of  premiums  to  be  collected,  which  is,  the 
company's  legal  reserve  liability,  or  the  net  value  of  the  bene- 
fits guaranteed  under  its  outstanding  policies.  As  the 
company  holds  cash  and  invested  funds  to  the  amount 
of  this  liability,  the  statement  will  assume  the  following 
form: 

Credit  Side 
Gash,  Invested  Funds,  and  Credits  (Assets)    $4,000,000 

Debit  Side 
Net  value  of  all  outstanding  policies  (Liability) $4,000,000 

The  comparison  of  a  company's  admitted  Assets  — 
money,  invested  funds,  and  valid  credits  approved  by  the 
insurance  authorities  —  with  its  total  liabilities  consti- 
tutes the  legal  test  of  its  solvency.  By  the  financial  state- 
ment last  above  set  out,  the  company  in  question  is  legally 
solvent  —  its  assets  being  exactly  equal  to  its  liabilities; 
nevertheless,  a  company  in  just  that  condition  would  in 
fact  be  upon  the  verge  of  bankruptcy,  for  the  loss  of  a 
small  amount  by  depreciation  of  values,  extra  mortality, 
or  other  cause,  would  render  it  insolvent  under  the  law. 
Such  being  the  case,  it  is  of  the  first  importance  for  every 
company  to  maintain  as  a  margin  of  safety  an  additional 
fund  in  excess  of  all  legal  liabilities,  variously  termed 
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"surplus,"  "indivisible  surplus,"  "unassigned  funds,"  etc. 
Under  the  New  York  law  this  extra  fund  or  margin  of 
safety  is  called  the  contingency  reserve.  Assuming  that 
the  company  in  question  has  such  additional  funds  to  the 
amount  of  SI  ,000,000,  a  statement  of  its  financial  con- 
dition would  then  read : 

Assets 
Gash,  Invested  Funds,  and  Credits   $5,000,000 

Liabilities 

Net  value  of  all  outstanding  policies $4,000,000 

Contingency  Reserve  (Surplus)   1,000,000      $5,000,000 

In  the  above  case,  a  loss  of  assets  in  excess  of  $1,000,000 
would  sweep  away  the  contingency  reserve  and  render 
the  company  insolvent.  The  smaller  the  amount  of  such 
additional  fund,  the  more  imminent  the  danger.  It  is 
obvious,  therefore,  that  the  measure  of  a  company's 
strength  is  to  be  gauged  by  the  amount  of  extra  or  surplus 
funds  which  it  holds  in  addition  to  the  legal  reserve  or 
net  value  of  its  outstanding  policies,  as  well  as  by  the 
percentage  which  such  extra  funds  are  of  the  total  liabilities, 
i.e.,  the  company's  "ratio  of  assets  to  liabilities"  For 
example:  According  to  the  statistics  for  1906,  a  certain 
company  of  well-known  excellence  had  surplus  funds  at 
the  end  of  that  year  of  nearly  $8,000,000,  and  a  ratio  of 
assets  to  liabilities  of  108;  that  is,  its  assets  exceeded  its 
liabilities  by  only  8  per  cent. 

On  the  other  hand,  the  assets  of  a  smaller  company  of 
considerable  prominence  exceeded  its  liabilities  by  29  per 
cent.,  yet  its  total  surplus  funds  were  less  than  $130,000. 
Assuming  that  the  assets  in  each  case  were  of  the  highest 
class,  there  can  be  no  doubt  as  to  the  relative  strength  of 
the  two  organizations  —  the  same  being  the  reverse  of 
what  might  be  inferred  if  only  the  ratios  cited  were  to  be 
considered.  A  surplus  of  only  $130,000  might  be  readily 
wasted  or  lost  in  a  single  transaction  —  far  more  readily, 
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it  will  be  conceded,  than  a  surplus  of  nearly  $8,000,000. 
A  still  more  striking  illustration  of  the  misleading  char- 
acter of  this  ratio  is  afforded  by  the  figures  of  a  still  smaller 
company  with  a  ratio  of  assets  to  liabilities  of  592  and 
a  total  surplus  of  less  than  $21,000.  In  another  case,  if 
the  assets  of  a  company  were  largely  of  real  estate  or  of 
fluctuating  securities,  a  surplus  of  8  per  cent,  or  less  — 
however  large  in  amount  —  might  easily  be  swept  away 
by  a  sudden  depreciation  of  values,  if  current  market 
quotations  were  to  be  taken  as  a  basis  of  valuation. 

Several  modifications  of  the  system  of  net  valuation 
described  in  the  foregoing  pages  have  been  established 
by  recent  legislation. 

The  statement  may  be  safely  made  that  the  ordinary 
loading  of  a  life  insurance  premium  is  never  sufficient  in 
the  first  year  to  meet  the  expenses  incident  to  securing 
the  business.  To  illustrate:  If  the  gross  premium  of  an 
ordinary  life  policy  at  age  56,  American  Experience  Table, 
and  3  per  cent,  interest,  is  $63.68,  we  find  by  deducting 
the  net  premium  of  $47.76  that  the  loading  is  $15.92. 
The  principal  items  of  expense  the  first  year  will  be  the 
agent's  commission,  say  40  per  cent.,  or  $25.47,  and  the 
medical  examiner's  fee,  $5,  making  for  these  two  items 
alone  $30.47,  or  nearly  double  the  amount  of  the  loading. 
As  the  net  premium  can  not  be  trenched  upon,  the  discrep- 
ancy of  $14.55  is  temporarily  advanced  from  the  accumu- 
lated surplus,  the  latter  to  be  recouped  subsequently  from 
the  saving  in  mortality  or  other  gains  accruing  to  the  new 
policy. 

In  the  case  of  new  companies,  however,  and  others 
which  have  accumulated  but  little  surplus,  the  policy 
sometimes  provides  that  the  contract  shall  be  valued  in 
the  first  year  as  term  insurance,  the  regular  life  insurance 
policy  beginning  one  year  later.  Thus  the  entire  first 
premium,  less  only  the  charge  for  the  actual  mortality  of 
the  year,  is  available  as  a  loading  for  meeting  the  cost  of 
new  business.    This  method  is  variously  designated  as 
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the  preliminary  term,  or  first-year  term  system,  and  has 
been  adopted  by  most  companies  organized  in  recent 
years.  In  the  case  of  a  preliminary  term  ordinary  life 
policy  at  age  56,  the  net  premium  in  the  first  year  would 
be  merely  the  natural  premium,  or  yearly  term  rate,  that 
is,  $19.31,  as  given  above.  The  practice  of  preliminary 
term  companies  is,  however,  to  charge  the  same  gross 
premium  in  the  first  as  in  subsequent  years.  If  the  gross 
premium  is  $63.68,  we  shall  have,  after  deducting  the 
net  premium  of  $10.31,  a  loading  the  first  year  of  $44.37, 
or  about  70  per  cent.  Deducting  $5  for  medical  examina- 
tion, there  remains  a  balance  of  $39.37,  or  nearly  62  per 
cent.,  for  commissions  and  other  expenses. 

In  the  valuation  of  such  a  contract  the  company  is  not, 
of  course,  charged  with  any  reserve  at  the  end  of  the  first 
year,  but  during  the  second  and  subsequent  years  the  net 
premium  required  will  be  that  of  an  ordinary  life  corre- 
sponding to  age  57,  the  attained  age  of  the  insured  when 
the  regular  life  policy  begins.  In  this  case,  then,  the  net 
premium  in  the  second  and  subsequent  years  would  be 
$50.13  instead  of  $47.76  (the  net  premium  at  age  56), 
and  if  this  amount  be  deducted  from  the  gross  premium 
of  $63.68,  the  balance  of  $13.55  will  be  the  permanent 
loading  instead  of  $15.92.  Thus  it  will  be  seen  that  by 
this  system  the  loading  is  greatly  increased  in  the  first 
year,  but  is  materially  less  than  the  regular  loading  in 
subsequent  years.  There  will  be  no  reserve  at  the  end  of 
the  first  year,  and  the  reserve  of  the  second  policy  year 
will  be  the  same  as  the  first  year  reserve  of  a  regular 
ordinary  life  policy  issued  at  age  57.  In  fact,  from  the 
beginning  of  the  second  year  the  policy  will  be  valued  as 
an  ordinary  life  issued  at  age  57,  or  one  year  later  than  its 
actual  date,  as  stated  above.  It  follows  that  the  reserve 
of  an  ordinary  life  policy  issued  on  the  preliminary  term 
plan  will  always  be  less  than  it  would  have  been  had  it 
been  issued  at  the  same  age  on  the  regular  ordinary  life 
plan,  because  always  one  year  behind  in  the  process  of 
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accumulation.  This  difference  will  continue  until  age  96, 
when  the  reserve  in  either  case  becomes  equal  to  the  face 
of  the  policy.  It  will  be  appreciated  that  smaller  reserves 
mean  smaller  cash  values,  and  also  that  smaller  loadings 
mean  smaller  dividends. 

We  have  heretofore  defined  the  terms  "level  premium" 
and  "net  valuation."  Under  the  preliminary  term  sys- 
tem' the  gross  premium  may  be  level  from  date  of  issue 
of  policy,  but  the  net  premium  is  not  so.  For  example, 
in  the  case  just  illustrated,  the  net  premium  in  the  first 
year  is  $19.31  and  in  subsequent  years  $50.13,  though 
the  gross  premium  is  $63.68  for  every  year.  On  the  other 
hand,  we  have  seen  that  the  net  premium  of  the  equivalent 
ordinary  life  policy  on  the  regular  legal  reserve  plan  is 
$47.76,  the  same  fixed  amount  for  every  year  including 
the  first.  This  is  what  is  meant  by  a  net  level  premium, 
and  the  valuation  of  policies  on  this  basis  is  strictly  net 
level  premium  valuation,  though  commonly  termed  simply 
"net  valuation." 

In  the  case  of  a  "limited  premium"  policy  the  pre- 
liminary term  plan  varies  somewhat  from  that  illustrated. 
Let  us  consider  its  application,  for  example,  to  a  fifteen- 
payment  life.  The  net  3  per  cent,  premium  of  the  regular 
policy  at  age  56  would  be  $60.17.  If  the  gross  premium  is 
$78.16,  the  yearly  loading  will  be  $17.99.  On  a  prelimi- 
nary term  basis,  the  equivalent  contract  would  consist  of 
a  combined  one-year  term  policy  and  a  fourteen-payment 
life,  the  latter  beginning  at  age  57.  The  net  premium  for 
one  year's  term  insurance  would  be  the  same  as  before, 
$19.31.  Deducting  this  amount  from  the  gross  premium 
of  $78.16,  we  obtain  a  first-year  loading  of  $58.85.  The 
3  per  cent,  net  premium  of  the  fourteen-payment  life  at 
age  57  would  be  $64.55,  which  leaves  a  yearly  loading  of 
$13.61,  instead  of  $17.99,  for  the  remaining  fourteen  years. 
As  in  the  case  of  the  preliminary  term  ordinary  life,  there 
will  be  no  reserve  at  the  end  of  the  first  year.  At  the  end 
of  the  second  policy  year  the  reserve  will  be  $46.14.    This 
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is  larger  than  the  first-year  reserve  of  the  regular  policy, 
but  much  smaller  than  the  reserve  of  the  latter  at  the  end 
of  the  second  policy  year,  it  being  then  $86.72.  The  pre- 
liminary term  reserve  at  the  end  of  each  subsequent  policy 
year  approaches  more  and  more  nearly  to  the  correspond- 
ing reserve  of  the  regular  fifteen-payment  life  until  the 
end  of  the  fifteenth  year  when,  at  the  attained  age  of 
71,  both  reserves  are  necessarily  the  same,  since  both  poli- 
cies are  now  fully  paid  up.  In  other  words,  on  the  regular 
fifteen-payment  life  the  reserve  of  a  fully  paid  policy  is 
accumulated  in  fifteen  years,  while  on  the  preliminary 
term  fifteen-payment  life  the  same  reserve  is  accumulated 
during  the  last  fourteen  years. 

The  preliminary  term  system,  as  applied  to  an  ordinary 
life  policy,  is  not  an  unreasonable  method  of  providing 
for  the  cost  of  new  business  in  the  case  of  a  young  com- 
pany, notwithstanding  the  apparent  injustice  of  charging 
a  premium  of  $63.68  for  term  insurance  during  a  single 
year,  the  net  natural  cost  of  which  is  $19.31.  Indeed,  only 
by  the  use  of  some  such  expedient  would  it  be  possible 
for  a  new  company  to  establish  itself  at  all  on  the  mutual 
plan,  since  being  in  receipt  of  little  or  nothing  from  load- 
ings on  old  business,  and  having  no  accumulated  surplus, 
it  would  be  unable  to  meet  the  necessary  cost  of  new 
insurance  and  provide  at  the  same  time  for  the  required 
legal  reserve  of  the  first  year.  Only  on  the  stock  plan,  with 
the  stockholders  personally  advancing  extra  funds  for 
the  purchase  of  new  business,  could  a  new  company  com- 
ply with  the  requirement  to  put  up  the  full  net  level  pre- 
mium reserves  on  its  policies  beginning  with  the  year  of 
issue.  The  adoption  of  the  preliminary  term  plan  by  an 
old  company,  however,  is  commonly  regarded  as  a  con- 
fession of  weakness  or  of  an  extravagant  management, 
since  it  is  a  virtual  admission  that  the  company  is  unable 
to  keep  its  expenses  within  its  aggregate  receipts  from 
loadings,  and  that  it  dares  not  trench  upon  its  limited 
surplus. 
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If  the  application  of  the  preliminary  term  plan  to  the 
ordinary  life  policy  be  defensible!  it  nevertheless  becomes 
decidedly  objectionable  when  applied  without  modifica- 
tion to  limited  payment  and  endowment  policies,  as 
illustrated  in  the  following  table  showing  the  loadings 
of  the  first  year: 


Policy,  Age  56 

Jjrom 
Premium 

Net 
Natural  Coat 

Loading 

Ordinary  life . , . 

163.68 
78.16 
99.33 
72.66 

121.06 

$19.31 
19.31 
19.31 
19.31 
19.31 

$44.37 

Fifteen-DAvment  life 

58.85 

Ten-DAvment  life 

80.02 

Twentv-vear  endowment 

53.35 

Ten-year  endowment   .....  r ....  r 

101.75 

— i 

The  grotesque  absurdity  of  such  loadings  sufficiently 
condemns  the  full  preliminary  term  system,  by  which  is 
meant  the  application  of  preliminary  term  without  modifi- 
cation to  all  forms  of  policies. 

In  1897,  Miles  M.  Dawson,  consulting  actuary,  intro- 
duced a  modification  of  the  preliminary  term  plan,  which 
consists  in  limiting  the  loading  of  the  first  year  on  all 
limited  payment  and  endowment  forms  to  the  amount 
available,  on  a  preliminary  term  basis,  on  the  ordinary 
life  policy.  For  example,  referring  to  the  table  above, 
while  the  gross  premiums  would  vary  on  the  different 
forms  as  indicated,  the  loading  could  in  no  case  exceed 
that  of  the  ordinary  life  policy,  to  wit:  $44.37.  From 
the  balance  of  the  premium  on  limited  payment  and  en- 
dowment forms  the  company  would  put  up  a  reserve  in 
the  first  year,  thus  reducing  the  net  premium  and  increas- 
ing the  loadings  of  subsequent  years.  The  tendency  of 
this  plan  would  be  to  encourage  the  sale  of  ordinary  life 
policies  rather  than  limited  payment  and  endowment  con- 
tracts. Several  modifications  of  "  modified  preliminary 
term"  have  been  legalized  in  different  states. 
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The  select  and  ultimate  valuation  method  of  computing 
reserves  was  likewise  suggested  by  Mr.  Dawson  as  a  sub- 
stitute for  modified  preliminary  term.  To  a  correct 
understanding  of  the  system  a  knowledge  of  the  several 
classes  of  mortality  tables  is  necessary. 

Assume,  for  illustration,  that  we  wish  to  ascertain  how 
many  of  100,000  persons,  all  30  years  of  age,  will  die 
within  one  year.  If  to  that  end  we  note  the  history  for 
twelve  months  of  100,000  persons  of  the  age  stated,  who 
have  just  passed  a  rigid  medical  examination  for  life  in- 
surance, we  shall  find  a  much  smaller  number  dying  than 
in  100,000  of  the  same  age  who  were  examined  five  years 
ago,  at  age  25.  If  we  note  the  history  of  both  classes  dur- 
ing the  succeeding  year,  we  shall  find  a  larger  percentage 
of  deaths  in  each  instance  than  in  the  first  year,  and,  as 
before,  a  smaller  percentage  of  deaths  in  the  first  than 
in  the  second  class,  but  the  death  rates  of  the  two  classes 
will  now  be  nearer  together  than  in  the  first  year.  In 
the  third  year,  while  the  death  rate  of  each  class  will  again 
be  higher  than  formerly,  the  difference  between  the  two 
rates  will  again  be  less  than  in  the  second  year.  With 
each  added  year  the  difference  in  death  rates  of  the  two 
classes  will  diminish,  until  ultimately,  after  the  benefit 
of  medical  selection  has  worn  off,  the  two  death  rates  will 
be  theoretically  the  same.  It  is  commonly  assumed  that 
this  stage  will  be  reached  in  five  years. 

Lives  which  have  just  been  selected  by  a  medical  ex- 
amination are  called  select  lives,  and  a  mortality  table 
based  on  the  subsequent  history  of  such  lives  is  called  a 
select  table. 

As  it  is  assumed  that  the  effects  of  medical  selection 
ultimately  disappear,  say  in  about  five  years,  a  mortality 
table  based  on  the  history  of  lives  insured  five  or  more 
years  ago  is  called  an  ultimate  table. 

A  mortality  table  based  on  the  history  of  lives  insured, 
some  within  the  year,  others  within  two  or  three  or  ten 
years  or  more,  is  called  a  mixed  table. 
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The  American  Experience  Table  of  Mortality,  which  is 
in  general  use  in  the  United  States,  is  supposed  to  be  an 
"ultimate  table/'  its  compilation  having  been  based  upon 
the  subsequent  history  of  lives  insured  for  five  years  or 
more.  The  rate  of  mortality  indicated  by  this  table, 
therefore,  is  materially  greater  in  the  first  five  years,  at 
least,  than  that  pertaining  to  select  lives  at  corresponding 
ages.  As  a  basis  for  establishing  a  minimum  standard  of 
valuation  and  for  fixing  a  limitation  of  expenses  in  securing 
new  business,  the  New  York  law  assumes  that  the  mor- 
tality of  select  lives  in  the  first  policy  year  immediately 
following  medical  examination  will  be  50  per  cent,  of  the 
tabular  mortality  of  the  American  Experience  Table;  in 
the  second  year,  65  per  cent.;  in  the  third  year,  75  per 
cent.;  in  the  fourth  year,  85  per  cent.;  in  the  fifth  year, 
95  per  cent.;  and  in  the  sixth  and  subsequent  years,  100 
per  cent.  On  this  basis  smaller  terminal  reserves  will  be 
required  during  the  first  four  years  than  by  the  American 
Experience  Table,  though  they  will  be  the  same  from  the 
fifth  year  on,  as  illustrated  in  the  following  comparison  of 
terminal  reserves  computed  by  the  two  methods  on  an 
ordinary  life  policy  issued  at  age  56. 


End  of  Year 

Terminal  Reserves 

American  Ex- 
perience Table 

Select  and 
Ultimate 

First  .... 

$29.00 

$14.41 

60.04 

50.84 

Third.... 

90.06 

85.87 

120.21 

110.13 

Fifth  .... 

150.33 

150.33 

Sixth  .... 

180.36 

180.36 

This  is  the  system  of  select  and  ultimate  valuation  pre- 
scribed by  the  laws  of  New  York  as  a  minimum  standard. 
In  this  standard  the  new  company,  which  might  find  it 
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impracticable  to  put  up  the  net  level  premium  reserves 
in  the  first  and  immediately  succeeding  years,  has  a  sub- 
stantial measure  of  relief.  The  company  collects  during 
the  first  four  years,  as  well  as  thereafter,  the  full  gross 
premium.  The  margin  in  the  first  year's  premium  by  rea- 
son of  the  smaller  reserve  required  —  the  full  reserve  being 
made  up  in  subsequent  years  by  the  saving  in  mortality  — 
is  available  for  other  purposes  and  may  be  anticipated  and 
expended  in  securing  new  business. 


CHAPTER  XVI 

DISTRIBUTION  OP  SURPLUS  * 

The  ideal  of  the  contribution  method  for  the  distribu- 
tion of  the  surplus  of  a  mutual  company  is  the  return  to 
each  member  of  such  share  of  the  surplus  as  has  been  con- 
tributed by  him.  To  this  ideal  no  exception  can  be  taken. 
Those  who  question  the  value  of  the  method  do  so,  not 
because  they  question  the  equity  of  returning  to  each 
member  what  his  payments  have  contributed  to  the  surplus, 
but  because  they  do  not  admit  that  by  the  application 
of  this  so-called  contribution  method,  as  usually  prac- 
tised, this  ideal  result  is  reached  with  essentially  greater 
accuracy  than  by  other,  and  perhaps  ampler,  methods. 

The  application  of  this  method,  as  usually  explained, 
viz.,  to  credit  each  member  annually  with  the  reserve  or 
previous  accumulation  from  his  payments,  the  premium 
paid  and  the  interest  earned,  and  to  debit  him  with  his 
share  of  the  losses  and  expenses  of  the  company  and  with 
the  reserve  or  sum  which  must  be  set  aside  to  provide  for 
a  deficiency  in  the  premium  or  the  maturity  of  the  policy 
in  future,  seems  sufficiently  simple;  and  so  it  is,  merely 
as  a  book-keeping  direction.  But  the  determination  of 
the  equitable  amount  to  be  so  debited  on  account  of  ex- 
pense? is  one  of  the  most  perplexing  questions  with  which 
the  actuary  has  to  deal. 

It  is  of  the  very  essence  of  the  contribution  method  that 
no  member  or  class  of  members  shall  be  made  to  pay  for 

1  By  Daniel  H.  Wells.  Reprinted  with  additions  from  pages  361- 
368,  Volume  II,  Transactions  of  the  Actuarial  Society  of  America, 
October,  1892. 

223 


224  YALE  READINGS  IN  INSURANCE 

the  insurance  furnished  to  any  other  member  or  class  of 
members;  that  the  cost  of  insurance  shall  not  be  increased 
to  any  individual  or  class  because  of  the  insurance  of  any 
other  individual  or  class.  Thus  the  reserves  of  the  paid-up 
business  should  not  be  burdened  with  the  expense  of  pre- 
mium collections,  nor  the  expense  of  handling  such  reserves 
assessed  against  the  margins  or  loadings  of  premiums  on 
premium-paying  business.  Newly  selected  lives  should 
not  be  required  to  share  the  heavier  death  cost  of  those 
longer  insured,  nor  the  old  members  the  reasonable  cost  of 
bringing  the  benefits  offered  by  the  company  to  the  notice 
of  new  members. 

We  shall,  perhaps,  all  agree  that  the  expense  of  caring 
for  investments  should  be  paid  out  of  the  income  from 
investments.  I  do  not  think  it  necessary  to  discuss  this 
point  at  length,  but  only  to  emphasize  it,  that  it  may  not 
appear  as  a  disturbing  factor  in  the  remaining  discussion. 
All  forms  of  insurance  which  involve  a  reserve,  or  accumu- 
lation of  assets,  are  necessarily  and  inseparably  connected 
with  investment.  But  this  does  not  seem  to  me  to  warrant, 
certainly  not  to  require,  that  the  expense  attending  the 
investments  should  be  paid  otherwise  than  out  of  the 
earnings  of  such  investments.  The  man  who  chooses  insur- 
ance as  an  investment,  or  a  form  of  insurance  which  in- 
volves large  accumulations,  has  no  right  to  ask  that  the 
expense  attending  the  handling  of  funds  held  for  his  benefit 
shall  be  paid,  in  whole  or  in  part,  by  those  who  insure  under 
other  plans.  On  the  other  hand,  his  funds  should  not  be 
taxed  for  the  payment  of  expenses  other  than  those  charge- 
able to  their  care,  on  the  plea  that  from  the  nature  of  the 
business  the  company  is  able  to  make  long  or  permanent 
investments,  and  so,  perhaps,  to  realize  somewhat  better 
returns  than  investment  companies  generally.  Such  con- 
ditions are  not  inseparable  from  insurance  contracts,  and 
if  one  chooses  to  invest  under  such  limitations  he  is  en- 
titled to  any  advantage  to  be  derived  from  them. 

Dismissing  now  the  matter  of  investments  and  invest- 
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ment  expenses,  let  us  consider  those  expenses  which  have 
to  do  with  what  we  may,  for  convenience,  call  pure  insur- 
ance. In  common  with  all  insurance,  life  insurance  is  but 
a  device  for  the  wide  distribution  of  losses,  so  that  the  loss 
which  would  embarrass  or  crush  the  individual,  being  dis- 
tributed among  the  multitude,  is  borne  by  them  without 
serious  inconvenience.  Tjy,  apryW  ranripffll  i«  mAAmirpH 
the  risk  M^reA  ■  the  amount  of  the  loss  insured  against 
multiplied  by  the  probability  of  the  occurrence  of  the  loss 
—  the  death  cost.  If  the  expense  incurred  were  propor- 
tional to  this  benefit,  there  would  be  no  room  for  question 
as  to  the  proper  assessment  of  it.  But  to  assess  the  ex- 
pense in  proportion  to  the  benefit,  wholly  without  regard 
to  the  cost  of  rendering  the  service,  seems  to  me  to  be  an 
abandonment  of  the  principle  of  the  contribution  method 
(the  return  to  each  member  of  such  share  of  the  surplus  as 
has  been  contributed  by  him)  altogether.  We  are  bound 
to  assume  that  the  expense  incurred  is  reasonable,  and 
necessary  to  the  conferring  of  the  desired  benefit.  Why, 
then,  should  others  be  taxed  to  pay  it? 

Disregarding  for  the  present  the  distinction  between 
old  and  new  business,  we  note  that  certain  items  of  ex- 
pense —  expenses  incurred  for  the  general  supervision,  care, 
protection,  and  extension  of  the  business,  such  as  salaries 
of  officers  and  of  a  considerable  part  of  the  clerical  force, 
legal  expenses,  most  of  the  cost  of  advertising  and  sup- 
plies, a  part  of  the  expense  for  postage,  telegraphing,  etc., 
and,  perhaps,  a  part  of  the  taxes  and  fees  paid  —  are  de- 
pendent, in  a  general  way,  upon  the  magnitude  of  the 
interests  at  risk,  rather  than  upon  the  number  of  indi- 
vidual policies,  the  amount  insured  under  individual  poli- 
cies, or  the  premium  rates.  That  is  to  say,  the  lflrqw  tha« 
interests  at  risk^  the  greater  the  labor  and  expense  which 
must  necessarily,  or  may  profitably,  be  devoted  to  such 
matters;  although  such  labor  and  expense  are  not  directly 
dependent  upon  the  number  of  the  insured  or  of  the  policies 
upon  the  company's  books,  as  are  in  large  part,  for  instance, 
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the  expense  of  medical  examinations  and  the  clerical  labor 
of  keeping  the  agency  accounts;  nor  upon  the  premium 
rates,  as  to  a  large  extent  agency  commissions  are.  There 
is  no  controlling  reason  for  the  assessment  of  such  general 
expenses  pro  rata  of  the  membership,  the  policies  in  force, 
the  amount  insured,  or  the  premium  income.  As  invest- 
ment expenses,  which  depend  in  a  like  general  way  upon 
the  magnitude  of  the  investments,  are  properly  assessed 
pro  rata  of  the  income,  the  benefit  earned,  and  not  of  the 
individuals  interested,  so  it  would  seem  the  most  equitable 
way  to  assess  these  general  insurance  expenses  pro  rata  of 
the  insurance  benefit  received,  the  death  cost,  or  "cost  of 
insurance." 

I  am  aware  that  it  has  been  urged  against  the  assess- 
ment of  expenses  on  the  death  cost,  that  it  makes  the 
expense  on  some  forms  of  policies  increase  with  the  age. 
Probably  this  has  had  something  to  do  with  the  introduction 
of  the  more  usual  practice  of  assessing  such  general  ex- 
penses pro  rata  of  the  amount  insured.  But  if  the  death 
rate  at  age  65  is  four  times  the  death  rate  at  age  40,  it  is 
certain  that,  assuming  the  same  amount  at  risk  on  each 
life,  the  company  assumes  four  times  as  great  a  risk  on, 
renders  four  times  the  service  to,  a  life  aged  65  as  to  one 
aged  40.  The  insurance  of  a  given  number  of  lives  at  65 
would  involve  as  great  a  probable  loss,  with  double  the 
probable  fluctuation,  as  the  insurance  of  four  times  that 
number  of  lives  aged  40.  Would  not  essentially  as  great 
care  and  expense  in  the  supervision  of  the  business,  in 
the  selection  of  territory,  of  agents,  of  forms  of  contract, 
in  the  investigation  and  settlement  of  the  equally  numer- 
ous claims,  in  all  the  varied  expenditures  required  for  the 
replacing  of  the  business  lost  by  death  and  otherwise,  be 
as  necessary  or  advisable  in  the  first  case  as  in  the  second? 
And  finally,  while  we  cannot  justly  disregard  the  cause  or 
origin  of  the  expense,  it  is  better  to  err  in  the  assessing  of 
it  by  making  it  follow  more  closely  the  benefit  rendered 
than  to  err  in  the  opposite  direction. 
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Certain  other  items  of  expense,  such  as  collection  fees, 
the  bulk  of  agents'  commissions,  exchange,  and  taxes  on 
gross  premiums,  are  based  upon  the  premiums  collected, 
and  may,  properly,  and  without  serious  practical  diffi- 
culty, be  so  assessed. 

Medical  examinations  and  a  part  of  the  expense  for 
clerical  labor  attach  to  policies,  with  but  little  or  no  refer- 
ence to  the  amount  insured,  the  premium,  or  the  risk.  If 
such  expenses  cannot  be  assessed  against  the  individual 
policies,  and  such  a  course  is  impracticable  under  existing 
conditions  and  perhaps  undesirable  under  any  conditions, 
the  death  cost  furnishes  the  best  basis  for  their  assessment. 
The  medical  examination,  while  exacted  as  a  necessary 
condition  of  membership,  and  so  properly  to  be  assessed 
against  the  applicant,  is  intended  to  protect  the  members 
of  the  company  against  the  introduction  of  under-average 
risks  and  an  increased  death  rate;  and  so  is  for  their  pro- 
tection and  benefit  in  proportion  to  their  proper  share  of 
the  death  cost.  The  expense  for  such  clerical  labor  as  has 
direct  relation  to  individual  policies  is  but  small,  and  may 
be  assessed  on  the  death  cost  at  least  as  equitably  as  on 
the  amount  insured  or  the  premiums. 

1/  It  seems  to  me,  therefore,  that  the  equity  which  is  the 
aim  of  the  contribution  method,  is  most  nearly  attained 
by  an  assessment  upon  the  investment  income  to  pay 
all  investment  expenses,  upon  premiums  to  cover  such 
expenses  as  are  determined  by  the  premiums,  and  upon 
the  death  cost,  or  what  is  technically  called  the  cost  of 
insurance,  to  cover  all  other  expenses. 

The  cost  of  procuring  new  business  has  been  increased 
by  excessive  competition  until  it  has  become  a  very  seri- 
ous tax  upon  the  companies.  I  do  not  attempt  at  this 
time  to  set  a  limit  to  the  expense  which  may  be  legitimately 
incurred  for  the  procuring  of  business.  I  have  to  do  only 
with  the  proper  assessment  of  such  expense.  Whatever 
may  be  the  cost  of  bringing  insurance  to  the  attention  of 
the  public,  or  the  value  of  the  new  insurance  placed,  its 
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value  is  to  those  insuring  or  their  beneficiaries,  not  to 
those  previously  insured.  It  is  true  that  some  slight  ad- 
vantage may  accrue  to  the  existing  membership  from  the 
broadening  of  the  field  for  the  operation  of  the  law  of  aver- 
age; and,  in  theory,  some  slight  decrease  in  the  expense 
rate  might  be  possible  later  from  the  increase  in  volume 
of  business.  But  certainly  any  such  incidental  advantage 
to  the  existing  membership  is  more  than  offset  by  the 
advantage  to  the  incoming  member.  He  cannot  in  fair- 
ness ask  that  the  special  expense  involved  in  bringing  the 
benefits  of  the  company  to  him  should  be  shared  by  the 
existing  membership  on  the  plea  that  his  incoming  broadens 
the  field,  when  the  existing  membership  constitute  the  field 
to  which  he  only  adds  his  mite;  when  the  benefits  to  him 
from  the  existence  of  such  a  membership  are  a  hundred 
thousand  times  any  benefit  he  can  confer  upon  them.  It 
is  certainly  sufficient  that  he  be  admitted  to  the  common 
advantages  of  a  more  stable  experience  and  a  decreased 
expense  ratio,  if  such  result,  without  requiring  that  others 
be  taxed  to  pay  the  cost  of  giving  him  these  advantages. 
The  assessing  upon  the  old  business  of  the  expense  of  pro- 
curing new  business  cannot  then  be  justified  either  upon 
the  ground  that  the  expense  is  due  to,  or  is  for  the  benefit 
of,  the  old  business. 

It  is  a  difficult  matter  to  analyze  the  expenses  of  the 
company  with  which  one  is  officially  connected,  and  with 
whose  operations  one  is  personally  familiar,  and  arrive 
at  a  fairly  approximate  estimate  of  the  expense  directly 
or  indirectly  due  to  the  writing  of  new  business.  It  be- 
comes an  impossibility  in  the  case  of  other  companies. 
Yet  I  think  I  am  warranted  in  saying  that  the  average 
expense  cost  of  new  business,  other  than  term  business,  as 
now  written  by  our  life  companies,  including,  so  far  as 
chargeable  to  new  business,  commissions,  salaries  of  man- 
agers of  agencies,  superintendents  and  special  agents, 
traveling  expenses,  salaries  of  medical  directors,  medical 
examinations,  advertising,  rents,  salaries  of  officers  and 
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clerks,  etc.,  is  probably  over  rather  than  tinder  $30  per 
$1000  of  new  business  on  which  a  full  year's  premium  is 
collected.  Against  this,  the  cost  of  caring  for  old  business, 
exclusive  of  investment  expenses,  is  probably  considerably 
under  $3  per  $1000,  and  the  saving  from  the  lighter  mor- 
tality on  the  new  business  for  the  first  three  or  four  years 
after  its  issue  does  not  exceed  an  average  of  about  $7  per 
$1000.  Deducting  the  sum  of  these  from  the  expense  of 
new  business,  we  still  have  a  balance  of  at  least  $20  per 
$1000,  to  be  provided  for  before  the  new  business  would 
be  entitled  to  share  on  the  same  basis  as  the  old  in  the  dis- 
tribution of  surplus.  These  figures  are  in  the  rough,  but 
they  will  serve  the  purpose  of  illustration. 

If,  now,  a  company  writes  $100,000,000  of  continuing 
new  business,  on  the  average  not  less  than  $2,000,000  is 
sunk,  planted  if  you  prefer,  for  the  time  being,  in  excess  of 
all  that  will  be  recovered  from  a  reduced  mortality,  and 
under  the  present  method  of  valuation  the  surplus  is  de- 
creased by  at  least  that  amount  to  the  injury  and  loss  of 
the  existing  business.  This  sum  is  only  recovered  through 
a  decrease  in  future  dividends  on  the  business  so  written, 
through  future  expenditures  for  the  procuring  of  other  new 
business.  The  existing  membership  is  continually  taxed 
for  the  procuring  of  new  business,  and  no  corresponding 
tax  laid  upon  such  new  business  in  the  future  can  ever 
adjust  the  injustice  done  to  the  continually  changing  exist- 
ing membership.  Further,  the  cost  of  new  business  is  so 
large  that  no  matter  what  may  be  assumed  to  be  its  value 
to  the  company  or  to  the  insured,  a  limit  is  put  upon  the 
amount  a  company  can  afford  to  write,  varying  with  the 
size  and  surplus  of  the  company. 

The  most  satisfactory,  and  indeed  the  only  satisfactory 
way  of  dealing  with  the  matter  seems  to  me  to  be  to  make 
the  initial  expense  (and  all  the  expense)  of  the  business 
an  element  of  our  computations.  A  necessary  and  reason- 
able expense  in  the  securing  of  new  business,  as  well  as 
every  other  necessary  expense,  may  as  properly  betaken 
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into  account  in  the  computation  of  premiums,  reserves, 
surrender  values,  surplus,  etc.,  as  may  death  claims,  and 
should  be  so  taken  into  account.  It  is  time  to  do  away  with 
the  idea  that  all  expenses  and  contingencies  are  to  be  pro- 
vided for  by  a  more  or  less  arbitrary  loading  or  margin 
added  to  the  computed  premium,  and,  lest  that  should 
prove  insufficient,  by  further  holding  an  enormous  undi- 
vided surplus;  and  to  provide  for  them  in  a  more  rational 
manner  by  suitably  modifying  our  fundamental  assump- 
tions and  computations. 

A  life  insurance  company  has  two  sources  of  income: 
the  premiums  paid  by  its  members,  and  the  earnings  of  its 
investments.  These  must  suffice  to  provide  for  the  policy 
claims  and  the  expenses  of  the  business;  the  latter  as  truly 
and  as  certainly  as  the  former.  If  all  investment  ex- 
penses, and  all  taxes  and  losses  on  investments,  are  to  be 
charged  against  the  earnings  on  investments,  as  they 
should  be,  the  rate  of  interest  assumed  in  the  computations 
should  be  such  as  the  company,  so  far  as  human  foresight 
can  avail,  will  be  certain  to  realize,  net,  over  all  such 
expenses,  taxes,  and  losses. 

As  ample  provision  should  be  made  for  investment  ex- 
penses in  the  assumption  of  the  interest  rate,  and  not  by 
an  arbitrary  addition  to  the  premium,  so  ample  provision 
should  be  made  for  such  of  the  ordinary  and  continued 
insurance  expenses  as  are  properly  assessable  upon  the 
death  cost  by  a  loading  of  the  death  rate  or  mortality 
table.  For  the  ready  and  equitable  distribution  of  the 
surplus,  the  mortality  table  should  express  the  relative 
probabilities  of  death  at  different  ages.  It  is  not  neces- 
sary that  it  should  express  the  actual  probability  of  death, 
but  only  that  the  actual  probability  should  bear  a  fixed 
and  known  ratio  to  that  given  by  the  table.  The  table 
used  should,  then,  represent  a  fixed  per  cent,  of  the  prob- 
able mortality  at  each  age,  such  per  cent,  being  taken  high 
enough  to  provide  amply  for  all  the  ordinary  expenses 
properly  assessable  upon  the  death  cost  as  well  as  for  the 
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death  cost  itself.  An  addition  of  25  per  cent,  to  the  prob- 
able mortality  after  the  expiration  of  the  first  five  years 
of  insurance  should  be  more  than  sufficient.  To  the  pre- 
mium computed  on  the  basis  of  the  assumed  interest  rate 
and  the  modified  mortality  table  should  be  added,  as  a 
provision  for  the  first  cost  of  new  business,  an  annuity, 
contemporaneous  with  the  premium  payments,  the  present 
value  of  which  is  equal  to  the  necessary  first  cost  of  such 
new  business  in  excess  of  the  subsequent  annual  expense 
and  of  the  gain  in  the  first  two  or  three  years  from  a  favor- 
able mortality.  The  sum  so  found  should  be  increased 
by  a  small  per  cent,  to  provide  for  such  continued  expense 
as  may  be  assessable  against  the  premium. 

In  the  computation  of  the  premium  we  have  provided, 
in  what  seems  to  me  a  rational  way,  for  (a)  the  first  special 
expense  of  the  business,  (b)  a  percentage  charge  against 
the  premium  year  by  year  to  cover  expenses  so  assessed, 
(c)  a  margin  of  income  from  investments  to  cover  invest- 
ment expenses,  (d)  a  percentage  of  the  death  cost  to  cover 
other  expenses,  and  (e)  policy  claims.  If  it  is  thought 
more  equitable  to  assess  general  expenses  upon  the  amount 
insured  rather  than  upon  the  death  cost,  it  is  only  neces- 
sary to  add  to  the  premium  computed  upon  the  unmodi- 
fied mortality  table  and  the  assumed  rate  of  interest  an 
annuity  for  the  premium-paying  term,  the  present  value 
of  which  is  equal  to  the  present  value  of  an  annuity  equal 
to  the  expense  to  be  provided  for  and  running  through  the 
term  of  the  policy,  instead  of  increasing  the  assumed 
mortality. 

The  proper  reserve  would  be  the  single  premium  for  the 
insurance,  less  the  present  value  of  the  future  premiums 
receivable,  if  any,  deducting  from  such  premiums,  however, 
for  purposes  of  valuation,  the  final  percentage  loading, 
which  was  added  to  provide  for  certain  continuing  annual 
expenses,  and  presumably  will  be  needed  for  that  purpose, 
which  loading  is  not  offset  by  any  corresponding  loading 
of  the  single  premium.    The  computation  should  be  based 
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upon  the  modified  mortality  table  and  the  assumed  rate 
of  interest.  A  reserve  so  computed  would  take  account 
of  the  necessary  cost  of  new  business,  so  that  such  cost 
would  not  be  at  the  expense  of  the  existing  membership, 
and  would  also  provide  for  all  the  expense  attending  paid- 
up  business.  Under  such  a  computation  of  premiums  and 
reserves  there  should  be  no  need  of  any  considerable  amount 
of  undivided  surplus.  Contingencies  and  expenses  are 
otherwise  provided  for.  Sufficient  surplus  only  is  needed 
to  serve  as  a  balance-wheel  to  enable  the  company  to  pay 
a  uniform  dividend  undisturbed  by  temporary  fluctuations 
of  values  and  mortality. 

The  foregoing  is  a  very  simple  statement  of  what  seem 
to  me  the  principles  which  should  guide  in  the  distribu- 
tion of  the  surplus  and  the  determination  of  the  requisite 
reserve  of  a  mutual  life  insurance  company.  In  applying 
these  principles  in  practice  all  sorts  of  difficulties  will  be 
met  with.    I  venture  to  refer  to  some  of  them. 

Investment  income  earned  will  vary  in  rate  in  case  of 
an  established  company  but  slowly,  and  can  be  to  some 
extent  forecast.  Death  claims  may  vary  irregularly  by 
considerable  amounts  year  by  year;  but  it  is  to  be  remem- 
bered that  it  is  the  risk  of  death  the  company  insures 
against,  and  just  as  in  the  case  of  an  individual  the  com- 
pany does  not  make  the  cost  to  him  dependent  upon  his 
living  through  a  given  year,  so  in  the  case  of  100,000 
individuals  it  should  not  necessarily  vary  the  cost  to  them 
of  the  risk  assumed  according  as  more  or  less  of  them  die 
in  a  given  year.  The  number  dying  in  any  year  may 
assist  in  determining  the  risk  of  death  age  by  age,  but  does 
not  determine  it.  A  reasonable  surplus  should  be  carried 
to  provide  against  fluctuations,  and  serve  as  capital  for 
the  prosecution  of  the  business. 

Again,  a  uniform  or  slowly  decreasing  cash  payment  is  f/ 
very  desirable.    The  desirability  of  a  fixed  income  from  a  * 
given  investment  is  recognized  by  almost  every  reliable 
and  well-established   financial  corporation  in   existence. 
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The  shares  of  aay  railroad  or  other  corporation  would 
very  quickly  decline  in  value  if  the  dividends  of  its  stock- 
holders varied  year  by  year  according  as  the  year  chanced 
to  be  more  or  less  prosperous.  So  it  is  desirable  that  the 
cost  under  a  life  insurance  policy  should  not  vary  greatly 
from  year  to  year  but  should  be  substantially  uniform. 
A  carefully  determined  scale  of  dividends  should  not,  there- 
fore, be  lightly  thrown  aside  because  for  a  given  year  the 
business  has  been  more  or  less  prosperous. 

The  method  of  distributing  its  surplus  in  case  of  a  mutual 
company  should  also  take  account  of  the  history  and  tra- 
ditions of  the  company.  What  method  have  its  members 
been  led  to  expect?  What  method  has  been  tacitly  agreed 
upon  among  themselves  by  the  past  history  of  the  com- 
pany and  the  results  with  which  they  are  familiar  under 
different  classes  of  policies?  Do  not  hastily  substitute 
your  individual  opinion  of  what  is  right  an<J  proper  for  the 
custom  of  years  past  approved  by  the  bulk  of  the  members. 

Competition,  too,  is  to  be  considered.  It  may  be  that 
a  given  kind  of  business  must  be  done  at  a  given  cost  or 
not  at  all,  and  one  may  be  driven  to  consider  whether  it 
is  wise  to  do  a  certain  class  of  business  at  the  price  at  which 
it  can  be  done. 

Freedom  in  the  choice  of  methods  of  distributing  surplus 
may  be  limited  by  legal  enactments.  If  such  enactments 
do  not  meet  your  views  of  what  is  right  and  proper  you 
may  strive  for  their  repeal  or  modification,  but  so  long  as 
they  remain  as  legal  enactments  it  is  the  duty  of  a  good 
citizen  to  conform  to  them. 

The  above  are  by  no  means  the  only  difficulties  that 
beset  the  path  of  one  who  endeavors  honestly  to  determine 
to  whom  and  in  what  proportions  the  surplus  of  a  mutual 
life  insurance  company  belongs,  but  they  will  perhaps 
serve  as  illustrations.  Remembering,  then,  that  the  pre- 
ceding is  only  a  statement  of  general  principles  to  be  applied 
to  each  particular  case  as  circumstances  permit,  we  may 
proceed  to  apply  it  to  an  assumed  case. 
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Let  us  assume  that  the  company  earns  a  net  income, 
after  providing  for  the  cost  of  its  investments,  of  4J  per 
cent.;  that  its  death  losses,  less  the  liability  from  which 
it  is  relieved  by  the  payment  of  them,  are  75  per  cent,  of  the 
tabular  cost  of  insurance  or  contribution  to  death  claims; 
that  it  reserves  on  the  basis  of  the  American  Table  of  Mor- 
tality and  3  per  cent,  compound  interest;  and  that  it  is 
required  to  find  the  tenth  annual  dividend  per  $1000 
on  20-payment  life  policies  issued  at  age  35  at  a  premium 
rate  of  $36.20.  For  convenience  of  reference  we  add  that 
the  reserve  at  the  end  of  the  ninth  year  upon  such  a  policy 
is  $226.31  per  $1000,  and  that  at  the  end  of  the  tenth 
year  is  $255.78  per  $1000;  and  that  the  cost  of  insurance 
for  the  tenth  year  is  $8.06.  Let  us  assume,  also,  that  the 
cost  of  new  business  less  the  saving  in  mortality  is  $20  per 
$1000  in  excess  of  the  subsequent  cost.  This  $20  equals 
an  annuity  of  $1.42  a  year  through  the  premium-paying 
period,  which,  having  been  appropriated  already,  reduces 
the  effective  premium  to  $34.78.  Let  us  assume  that  the 
expenses  chargeable  to  the  premiums  upon  the  business 
as  a  whole  are  1\  per  cent,  of  such  premiums,  and  those 
chargeable  to  the  cost  of  insurance  are  20  per  cent,  of  such 
cost.    The  dividend,  then,  may  be  found  as  follows: 

Reserve  at  the  end  of  the  0th  year $226.31 

Plus  the  effective  premium    34.78 

Plus  interest  for  a  year 11.10     $272.19 

Less  reserve  at  the  end  of  10th  year .. .- . .    $255.78 

7£  per  cent,  of  the  premium 2.72 

95  per  cent,  of  the  cost  of  insurance 7.66     $266.16 

Leaving  a  dividend  of $6.03 

The  mathematical  work  may  be  somewhat  abbreviated, 
and  the  form  of  it  will  depend  somewhat  on  the  means  at 
hand,  and  is,  of  course,  immaterial. 

The  method  suggested  of  determining  the  reserve  which 
a  company  should  make  has  not  come  into  use,  and  may 
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be  dismissed  with  very  brief  reference.  It  substantially 
regards  business  on  the  books  as  an  asset.  In  view  of  the 
first  cost  of  such  business  it  is  such.  By  distributing  such 
first  cost  as  an  annuity  through  the  premium-paying 
period,  it  to  that  extent  equalizes  the  expenses  and  so  the 
annual  cost  of  the  insurance  while  still  making  it  a  charge 
against  the  individual  policy  on  account  of  which  it  was 
incurred.  In  the  event  of  the  surrender  of  the  policy, 
any  balance  of  such  cost  still  remaining  as  a  charge  against 
future  premiums  should  be  collected  as  a  part  of  the  sur- 
render charge. 

Nora. — In  the  details  of  dividend  apportionment,  there  is  as  much 
diversity  as  in  methods  of  loading,  although  American  companies  are  all 
supposed  to  observe  the  principle  of  "contribution."  (The  details  as 
to  many  prominent  companies  may  be  found  in  the  62d  Mass.  Life 
Ins.  Kept.,  1907,  pp.  xv  ff.)  The  following  actual  calculation  may  be 
taken  as  fairly  typical:  — 

Ordinary  life  policy  issued,  1903,  at  age  36.  Net  premium,  121.06; 
loading,  16.85;  gross  premium,  $27.93.  Dividend,  1910, 17.01,  ascer- 
tained as  follows:  — 

Initial  reserve,  7th  year,  $104.02;  interest  factor  4.5%;  assumed 
interest  3%;  excess  over  assumed  1.5%;  gain  from  interest,  $104.02  x 
.015  -  $1.56. 

Cost  of  insurance,  7th  year,  $9.03;  mortality  factor  78. 5%;  excess 
of  assumed  mortality,  21.5%;  saving  on  account  of  mortality,  $9.03  x 
.215  -  $1.94. 

Expense  charge,  12.5%  of  the  gross  premium,  or  J  of  $27.93;  salvage 
on  loading  equals  the  difference  between  loading  and  expense  charge 
improved  at  interest  for  one  year  ($6.85  —  $3.49)  x  1.045  -  $3.51. 

Contributions  on  account  of 

interest  $1.56 
mortality  1.94 
loading         3.51 

$7.01 

It  should  be  understood  that  the  interest  and  mortality  factors  and 
the  expense  charge  do  not  usually  represent  the  company's  experience  in 
relation  to  its  premium  assumptions  in  any  one  year,  but  that  dividend 
factors  are  adopted  which  it  is  estimated  that  the  company  can  con- 
veniently maintain  for  a  long  series  of  yean.  W.  H.  P. 


CHAPTER  XVII 

ANNUAL  DIVIDENDS  l 

Following  English  practice,  the  earliest  American 
plan  of  distributing  surplus  to  policyholders  observed 
five-year  periods.  But  soon  annual  dividends  came 
in,  and  were  employed  almost  exclusively  until  the 
introduction  shortly  before  1870  of  the  tontine  policies 
of  the  Equitable.  The  latter  accumulated  the  divi- 
dends instead  of  distributing  them  annually.  They 
provided  for  forfeiture  of  all  dividends  and  also  of  the 
policy  value,  or  reserve,  in  case  of  lapse,  and  of  divi- 
dends alone  in  case  of  death  within  the  accumulation 
period.  But  the  enormous  lapse  rate  and  the  harsh- 
ness of  the  penalty  of  lapsing  soon  caused  the  tontine 
policies  to  become  unpopular  and  "semi-tontines"  were 
adopted  in  their  stead.  Semi-tontines  did  not  involve 
forfeiture  of  the  full  reserve  in  case  of  lapse,  but  re- 
tained the  feature  of  accumulating  the  dividends, 
paying  them  out  only  to  the  surviving  and  persisting 
policyholders.  Lapse  or  death,  therefore,  entailed  for- 
feiture of  all  dividends  during  the  dividend  period. 

Although  this  system  was,  in  its  inception,  an  expe- 
dient for  postponing  the  payment  of  dividends,  it  soon 
proved  popular  not  merely  with  insurance  managers 
but  also  with  the  public.  Annual  dividends  were  de- 
clining, thus  unjustly  discrediting  well-managed  com- 
panies. Men  were  prepared  to  experiment  with  a  new 
plan  which  promised  large  returns  from  the  forfeitures 

1  By  William  H.  Price.  From  (0  of  "Life  Insurance  Reform  in 
New  York,"  American  Economic  Association  Quarterly,  Third  Series, 
vol.  10,  no.  4.    December,  1909. 
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of  those  who  died  prematurely  or  lapsed.  This  was 
essentially  an  appeal  to  the  gambling  instinct,  because 
it  depended  upon  the  hope  of  the  policyholder  that  he 
would  be  more  fortunate  than  others  with  exactly 
similar  prospects  of  surviving. 

Another  appeal,  made  somewhat  later,  was  to  the 
idea  of  compensation.  Those  who  die  early,  it  was 
said,  are  a  burden  upon  those  who  live  long.  In 
justice,  the  latter  should  be  given  a  slight  recompense 
for  their  disproportionate  share  of  the  costs,  since,  as  it 
proved,  they  least  needed  the  insurance,  yet  had  paid 
most  for  it.  This  argument  is  plausible  but  overlooks 
two  important  facts: 

1.  In  either  case  the  insured  gets  what  he  paid  for, 
namely,  protection,  and  the  longer  he  lives  the  more 
protection  he  has.  Indeed,  contrary  to  the  usual  con- 
tention, it  is  not  generally  the  man  who  dies  early  who 
gets  his  insurance  cheaply.  The  policyholder  who 
takes  a  level  premium  policy  and  dies  soon  after  has 
paid  a  heavy  amount  for  his  insurance.  For  instance, 
at  age  25,  a  ten  year  term  policy  would  have  cost  him 
about  $11.00,  a  twenty  year  term  about  $13.00,  an 
ordinary  whole  life  policy  $20.00,  a  twenty  payment 
life  $27.00,  and  a  twenty  year  endowment  $45.00/  for 
annual  gross  premiums  without  deducting  dividends. 
If  now  the  policyholder  dies  within  the  first  year,  let 
us  say,  he  has  had  the  same  protection  and  his  bene- 
ficiary receives  the  same  benefit  no  matter  which  kind 
of  a  policy  he  had  taken.  If  his  choice  was  a  high 
priced  level  premium  policy  instead  of  a  term  policy, 
there  is  no  occasion  for  complaint,  although  events 
ultimately  proved,  what  he  could  not  have  known  in 
advance,  that  the  level  premium  policies  were  all 
relatively  poor  bargains  for  him.     They   were   good 

1  These  figures  represent,  to  the  nearest  dollar,  actual  office  premiums 
for  participating  policies,  but  are  considerably  lower  than  the  average 
on  account  of  small  loadings. 
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bargains  rather  for  those  with  long  lives  who  needed 
the  protection  for  many  years.  It  is  wise  for  most 
policyholders  to  carry  the  larger  portion  of  their 
insurance  on  level  premium  rather  than  term  plans, 
but  to  argue  that  those  who  pay  a  few  level  premiums 
and  then  die  obtain  their  insurance  cheaply  enough 
anyway,  and  can  therefore  afford  to  forfeit  their  divi- 
dends to  those  who  survive  so  long  that  level,  as  com- 
pared with  ascending,  premiums  prove  a  real  advantage 
to  them,  is  to  completely  reverse  the  facts.  The  ease 
with  which  high  authorities  fall  into  this  error  is  an 
illustration  of  the  confusion  which  investment  fea- 
tures readily  occasion  when  combined  with  pure  life 
insurance. 

2.  The  second  consideration  is  that  in  deferring  his 
dividends,  with  the  chance  of  forfeiting  them  by  death, 
the  insured  is  in  reality  defeating  to  that  extent  the 
object  of  his  policy,  since  the  insurance  premiums  con- 
stitute his  wager  that  he  will  die,  while  his  accumulated 
withheld  dividends  constitute  his  wager  that  he  will 
live.  Deferred  dividends,  while  not  nominally  reducing 
the  face  value  of  the  policy,  accomplish  the  same 
result,  for  they  increase  the  pecuniary  loss  resulting 
from  death,  whereas  it  is  the  object  of  the  insurance  to 
reduce  that  loss.  In  the  words  of  an  advocate  of  the 
system,  "The  plan  not  only  requires  payment  of  the 
full  tabular  premium  each  year  without  reduction  by 
dividend,  but  the  insured  agrees  to  risk  his  entire 
surplus  accumulation  upon  the  chance  of  surviving  the 
selected  period  of  ten,  fifteen,  or  twenty  years."  l 

Most  of  the  companies  favored  deferred  dividends, 
because  they  could  be  easily  sold,  at  least  at  first; 
because  they  postponed  accountability  for  surplus, 
thus  concealing  low  returns ;  because  they  aided  in  the 
race  for  business,  by  providing  a  fund  which  could  be 
borrowed;     because    they    prevented    distribution    of 

1  Transactions  Actuarial  Society  of  America,  vol.  4,  p.  350  (1895-6). 
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dividends  before  they  were  earned;  and  because  they 
readily  afforded  an  equitable  method  of  dealing  with 
underaverage  risks.  In  too  many  instances  the  system 
was  favored  also  because  it  afforded  immense  resources 
with  which  managers  could  speculate.  This  evil 
caused  some  observers  to  go  to  the  length  of  tracing 
to  deferred  dividends  all  the  evils  and  abuses  recently 
disclosed.1  Without  admitting  as  much  as  this,  we 
must  allow  that  the  evils  were  intensified  by  the  fact 
that  the  unapportioned  surplus  was  made  unusually 
large  by  the  deferring  of  dividends.  While  deferred 
dividends  were  adopted  by  all  the  extravagant  com- 
panies, they  were  adopted  also  by  some  very  prudent 
companies.  Among  the  large  companies  which  have 
been  in  recent  years  the  best  dividend  payers,  three  out 
of  five  have  never  sold  deferred  dividend  policies.  But 
the  other  two  have  done  so,  and  have  given  quite  as 
high  returns.*  The  question  whether  or  not  there  is 
any  necessary  relation  between  deferred  dividends  and 
extravagance  may  be  dismissed,  since  all  but  three  or 
four  of  the  important  companies  have  written  policies 
on  both  dividend  plans.  That  there  was  less  steady 
pressure  making  for  strict  economy  must,  however,  be 
obvious,  and  there  was  a  general,  even  though  not 
necessary  or  universal,  influence  exerted  by  deferred 
dividends  in  the  direction  of  higher  costs. 

It  has  been  argued,  however,  that  policyholders  ought 
to  be  free  to  take  deferred  dividends  if  they  want 
them.  But  such  evidence  as  is  available  indicates  that 
policyholders  have  not  manifested  any  conscious  prefer- 
ence for  deferred  dividends.    At  the  outset,  perhaps, 

1  See,  e.g.,  Commissioner  Host  in  Wisconsin  Life  Insurance  Report, 
1905,  pp.  14ff.,  27ff. 

1  The  Provident  Life,  Connecticut  Mutual,  and  Mutual  Benefit 
have  never  issued  deferred  dividend  policies.  The  Union  Central  and 
the  Northwestern  Mutual  have  issued  both  annual  and  deferred 
dividend  policies. 
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the  popularity  of  the  deferred  dividends  may  have  been 
attributable  to  deliberate  choice  of  this  method  of 
distribution.  But  since  the  plan  has  been  better 
understood,  and  especially  since  the  results  have  become 
apparent,  they  seem  to  have  elected  to  defer  their 
dividends  only  when  their  "choice"  has  been  guided 
by  an  agent  influenced  by  a  discriminating  commis- 
sion. Companies  which  gave  the  same  commission 
on  annual  as  upon  deferred  dividend  policies  soon 
found  the  former  more  popular.  When  the  North- 
western Mutual  decided  to  remove  the  agent's  influ- 
ence as  far  as  possible  in  this  matter,  and  left  the  manner 
of  distributing  dividends  to  be  decided  by  the  insured 
at  the  end  of  the  second  policy  year,  it  found  that  an 
almost  inconsiderable  number  chose  deferred  dividends.1 
The  Equitable,  on  the  other  hand,  paid  50  per  cent, 
initial  commission  on  deferred  dividends  and  only  25 
per  cent,  on  annual. 

It  should  also  be  borne  in  mind  as  bearing  upon  the 
supposed  exercise  of  choice  by  policyholders  that  in 
many  cases,  if  not  in  most,  policyholders  really  did 
not  understand  the  difference,  important  as  it  was. 
The  average  purchaser  of  insurance  of  a  few  years  ago 
did  not  know  much  about  dividends,  and  often  did  not 
know  that  he  could  get  an  annual  dividend  policy. 
There  were  only  a  few  companies  which  took  pains  to 
offer  annual  dividends,  and  the  agents  of  most  corn- 
companies,  and  particularly  of  those  which  had  the 
most  extensive  business,  only  placed  annual  dividend 
policies  when  these  were  asked  for  and  insisted  upon. 
Many  a  man  has  learned  that  he  could  have  received 
his  dividends  as  earned  only  after  he  has  carried  a 
deferred  dividend  policy  for  a  considerable  time. 

Another  argument  in  favor  of  deferred  dividend 

1  In  1903, 768  out  of  29,223.  In  1904,  579  out  of  30,350.  Report 
of  the  Frick  Committee  published  in  Life  Insurance  Courant,  July  6, 
1905;  also  in  Wisconsin  Life  Insurance  Report,  1905,  pp.  986-7. 
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policies  lies  in  the  assumed  tendency  of  such  policies 
to  remain  on  the  books  until  maturity.  It  is  true 
that  one  of  the  most  serious  problems  in  life  insurance 
is  the  enormous  lapse  rate.  While  the  persistency  of 
policyholders  varies  widely  as  between  different  com- 
panies, the  average  lapse  rate  is  very  high.  A  recent 
investigation  showed  that  of  5900  policies  issued  in 
June,  1885,  1300  (22  per  cent.)  had  lapsed  before  the 
second  premium  was  paid,  and  over  1700  (29  per  cent.) 
within  twenty  years.  Other  data  covering  different 
periods  showed  an  even  heavier  lapse  ratio.1  Twenty- 
five  representative  companies  reported  that  in  1906, 
85  per  cent,  of  their  policy  terminations  were  due  to 
voluntary  lapse,  surrender,  or  decrease,  and  only 
15  per  cent,  as  originally  contemplated,  either  to 
expiry,  maturity,  or  death.  Percentages  by  amounts 
instead  of  number  of  policies  are  not  very  different.* 
To  check  this  tendency,  all  sorts  of  plans  have  been 
tried,  but  nearly  all  penalty  provisions  have  proved 
unsatisfactory  and  have  been  given  up.  The  argu- 
ment that  deferred  dividend  policies  have  an  advantage 
in  point  of  persistency  was  long  urged.  The  contention 
was  supported  on  the  simple  ground  that,  with  dividends 
at  stake,  policyholders  would  be  less  willing  to  lapse. 
But  this  was  an  assumption  which  previous  experience 
with  full  forfeiture  of  reserves  and  dividends  had  dis- 
proved. Over  against  this  assumption,  moreover,  was 
the  fact  that  the  strictly  annual  dividend  companies  had 
had  a  considerably  better  experience  than  the  others.' 
The  latest  contribution  to  this  discussion  comes  from 

1  Wisconsin  Insurance  Investigation  Committee's  Report,  pp. 
138-141. 

*  Connecticut  Life  Insurance  Report,  1907,  pp.  773-4.  (Figures  for 
the  non-industrial  companies  of  states  other  than  Connecticut.) 

*  For  instance,  in  1906  the  per  cent,  of  insurance  voluntarily  relin- 
quished to  the  insurance  in  force  amounted  to  2.5  in  the  Connecticut 
Mutual,  to  43  in  the  Provident  Life  and  in  the  Mutual  Benefit,  and 
to  4.7  in  the  Massachusetts  Mutual;  while  of  the  deferred  dividend 
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the  Wisconsin  investigating  committee,  which  has 
made  a  careful  study  of  the  subject,  showing  conclu- 
sively that  annual  dividend  policies  are  considerably 
more  persistent  than  deferred  dividend  policies.1 

The  theoretical  objections  and  the  practical  disad- 
vantages to  the  policyholder  were  not,  however,  the 
considerations  which  turned  the  tide  of  unpopularity 
against  the  deferred  dividend.  Indeed,  theoretical  and 
practical  objections  were  vainly  urged  for  thirty-five 
years  while  the  practice  spread  from  one  company  to 
another.  The  example  of  the  Equitable  was  gradu- 
ally adopted  by  the  other  New  York  companies  and 
within  fifteen  years  all  the  prominent  companies  out- 
side of  New  England,  with  the  exception  of  the  Mutual 
Benefit,  the  Provident  Life  and  Trust,  and  two  New 
York  companies,  had  taken  up  the  deferred  dividend 
business.2  The  last  of  the  New  York  companies 
joined  the  procession  soon  after,  and  ultimately  all 
did  so  but  the  Mutual  Benefit,  the  Provident  Life, 
and  a  couple  of  the  New  England  companies.  Not- 
withstanding their  early  vigorous  denunciation  of  ton- 
tines, all  companies  seemed  to  be  drawn  irresistibly 
towird  them.  Meanwhile  a  generation  of  policy- 
holders had  grown  up  that  knew  little  of  annual  divi- 
dends. The  insistent  criticism  of  a  few  life  insurance 
presidents8  went  unheeded;   and  the  booklet4  issued 

companies  the  average  percentage  among  those  of  New  England  was 
about  6.4.  Among  New  York  companies,  the  rate  was  very  much 
higher,  reflecting  in  part  the  usual  conditions  and  in  part  the  abnormal 
conditions  that  resulted  from  investigations. 

1  Report  of  the  Wisconsin  Insurance  Investigation  Committee,  pp. 
138-141. 

1  See  Report  to  the  Insurance  Department  of  Ohio,  of  the  Senate 
Committee  appointed  to  investigate  tontine  insurance,  1885.  Appen- 
dix, pp.  207  ff . 

*  Especially  Col.  Jacob  L.  Greene,  President  of  the  Connecticut 
Mutual,  in  his  annual  reports,  and  in  numerous  public  addresses. 

*  Fricke,  W.  A.,  "The  Law  and  Distribution  of  Surplus,"  1902. 
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in  1902  by  an  ex-commissioner  of  Wisconsin  failed  to 
win  supporters.  As  late  as  1905  the  contest  of  Com- 
missioner Host  of  Wisconsin  to  compel  the  Equitable 
to  desist  from  issuing  deferred  dividend  policies  in 
that  state  met  with  general  disapproval  among  the 
other  insurance  commissioners.1 

With  such  general  complacency  and  with  official 
approval  so  recently  and  so  unanimously  expressed,  it 
is,  to  say  the  least,  surprising  that  deferred  dividends 
should  have  received  their  death  warrant  in  1906  with 
complete  acquiescence,  or  at  least  with  entire  absence 
of  vigorous  protest.  The  explanation  of  their  sudden 
fall  from  favor  lies  in  the  reckless  and  slovenly  book- 
keeping that  had  been  employed.  The  official  and 
private  investigations  of  1905  showed  that  the  cus- 
tomary methods  of  apportioning  deferred  dividends 
were  so  loose  that  managers  were  practically  without 
responsibility  with  respect  to  them.  It  is  significant 
that  within  the  space  of  a  single  year  a  commissioners' 
examination  converted  insurance  commissioners  from 
their  approval  of  deferred  dividends,  a  legislative 
inquiry  turned  public  favor  from  them,  and  a  directors' 
examination  prepared  insurance  managers  for  their 
discontinuance,  in  each  case  chiefly  because  of  the 
exposure  of  the  evils  which  so  easily  followed  from 
postponed  accountability.* 

It  is  altogether  likely  that  had  all  companies  ac- 
counted carefully  and  in  detail  for  their  surplus  accumu- 
lations there  would  have  been  no  prohibition  of  deferred 
dividends.     It  is  not  certain  that  they  would  have 

1  See  L.  A.  Anderson,  in  Annals  of  Amer.  Acad,  of  Pol.  and  Soe. 
3d.,  vol.  26  (1905),  "Distribution  of  Surplus,"  pp.  711  ff. 

*  See  report  of  examiners  of  New  York  Life  Insurance  Company  to 
insurance  commissioners  of  Tennessee,  Kentucky,  Minnesota,  Nebraska, 
and  Wisconsin,  in  Wisconsin  Life  Insurance  Report,  1906,  pp.  1238  and 
1269.  Armstrong  Report,  vol.  7,  pp.  324-65;  and  Frick  Report,  in  Life 
Insurance  Courant,  Jury  6,  1905. 
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continued,  — they  might  have  been  dropped  ulti- 
mately, because  the  public  had  come  to  understand 
them.  But  it  was  inevitable  that  in  the  recent  legis- 
lation deferred  dividends  without  accounting  should 
be  prohibited,  for  most  of  the  trouble  was  about  the 
surplus,  and  most  of  the  surplus  arose  from  deferred 
dividends.  Thus  the  Equitable  reported  in  December, 
1904,  $80,750,000  of  surplus,  of  which  $10,200,000 
only  was  for  contingencies,  and  $6,750,000  was  appor- 
tioned for  1905  dividends  leaving  $63,800,000  as  the 
unapportioned  liability  for  deferred  dividends.1 

But  annual  accountability,  as  the  Armstrong  com- 
mittee reasoned,  left  no  logical  reason  for  deferring  the 
payment  of  dividends.  If  it  was  ascertained,  as  it 
should  be,  that  a  certain  sum  of  money  duly  belonged 
to  a  certain  person,  why  should  he  not  be  given  the 
opportunity  to  dispose  of  it  as  he  saw  fit?1  The  pro- 
hibition of  deferred  dividends  has  therefore  called 
forth  little  open  complaint.  Few  now  are  interested 
to  defend,  fewer  still  care  to  take  the  responsibility 
of  defending,  deferred  dividends  on  general  grounds. 

The  only  attempt  to  urge  a  relaxation  of  their  abso- 
lute prohibition  has  been  confined  to  the  question  of 
sub-standard  risks,  where  it  is  claimed  that  the  system 
of  deferred  dividends  is  peculiarly  desirable.  The  New 
York  Life  Insurance  Company,  which  writes  most  of 
the  sub-standard  business,  has  been  especially  vigor- 
ous in  urging  a  modification  of  the  dividend  law. 
When  an  applicant  does  not  measure  up  to  a  satisfac- 
tory standard  for  insurance  at  usual  rates,  either  be- 
cause of  his  physical  condition,  or  family  history,  or 

1  Frick  Report,  in  Life  Insurance  Coward,  July  6,  1005,  and  p.  966 
in  Wisconsin  Life  Insurance  Report,  1905. 

1  Certain  companies,  e.g.,  The  Massachusetts  Mutual,  have  encour- 
aged policyholders  to  leave  their  dividends  with  the  company  upon 
interest,  but  subject  to  demand.  The  new  law  in  New  York  provides 
for  this  method  of  application. 
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employment,  the  company  may  absolutely  reject, 
impose  a  "fixed  extra"  premium,  "rate  up"  the  life 
to  a  nominally  higher  age,  place  a  lien  against  the  policy, 
or  place  the  risk  in  a  special  dividend  class.  All  except 
the  last  device  have  long  been  employed  to  a  consider- 
able extent  in  Great  Britain.  In  this  country  they 
have  been  used  to  a  much  slighter  extent,  though  on 
every  ground  it  is  desirable  that  the  system  should  be 
extended,  since  it  provides  insurance  for  many  who 
would  otherwise  be  excluded,  prevents  doubtful  cases 
from  being  accepted  at  standard  rates,  avoids  the 
unscientific  and  useless  adjustment  of  requiring  a  short 
term  endowment,  and  saves  unrecompensed  expendi- 
ture for  the  medical  examination  of  unapproved  risks. 
For  its  careful  and  appropriate  employment  of  all 
devices  for  dealing  with  sub-standard  risks,  the  New 
York  Life  has  earned  many  warm  commendations. 
Thus  the  examiners1  who  investigated  the  company 
in  1905-6  on  behalf  of  the  insurance  commissioners  of 
Tennessee,  Kentucky,  Minnesota,  Nebraska,  and  Wis- 
consin, expressed  their  admiration  for  the  accuracy 
and  fairness  of  that  company's  dealings  with  under- 
average  lives.  As  pointed  out  in  their  report,  the 
fundamental  principle  of  the  system  was  the  classifica- 
tion of  policyholders  into  three  dividend  classes,  all 
-  dividends  being  deferred  except  for  a  relatively  small 
number  of  good  risks  on  the  annual  dividend  plan. 
The  dividends  on  the  intermediate  and  lowest  classes 
were  naturally  lower  than  in  the  standard  class  on 
account  of  the  lower  vitality  of  members  in  the  former 
classes.  In  the  third  group  the  system  was  modified 
by  the  employment  of  "fixed  extras"  for  occupation 
hazards,  "rating  up"  for  permanent  impairment,  and 
liens  for  temporary  impairment.  The  advantage 
claimed  for  the  plan  of  making  distinct  dividend  classes 

1  Measra.  S.  H.  Wolfe  and  W.  J.  Graham.    See  their  report  as  pub- 
lished in  Wisconsin  life  Insurance  Report,  1906,  pp.  1233-1234. 
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the  central  feature  was  that  it  gave  to  those  in  a  given 
class  exactly  the  dividends  to  which,  as  a  group,  they 
were  entitled,  whereas  a  rating  up  is  necessarily  an 
estimate  and  no  matter  on  which  side  it  errs  it  is  a 
departure  from  the  principle  of  mutuality.  It  is  not 
altogether  certain  that  the  method  of  rating  up  cannot 
be  reduced  to  an  exact  science.  In  fact  those  com- 
panies which  employ  it  extensively,  such  for  instance 
as  the  Australian  Mutual  Provident,  have  probably 
attained  a  high  degree  of  accuracy  in  its  use.  The 
policy  contract  for  sub-standard  business  which  has 
recently  been  authorized  by  the  New  York  superin- 
tendent of  insurance  provides  for  rating  up.  It  does 
not  seem  clear  to  an  outsider  why  a  large  company 
like  the  New  York  Life  could  not  employ  the  system  of 
distinct  dividend  classes  with  annual,  just  as  well 
as  with  deferred,  dividends.  The  most  satisfactory 
explanation  that  has  yet  been  offered  is  that  the  com- 
pany assumed  an  unknown  risk  in  accepting  sub- 
standard lives  at  the  regular  premium,  and  while  this 
experiment  proved  successful,  the  fluctuations  in 
mortality  from  year  to  year  in  sub-standard  business 
would  make  special  annual  dividend  classes  unsafe.1 
But  that  the  premium  is  sufficient  to  yield  a  surplus 
even  on  sub-standard  risks  has  already  been  demon- 
strated, so  the  hazard  would  not  seem  to  be  large. 
However,  in  this  case  those  not  in  immediate  touch  with 
the  business  are  not  in  the  best  position  to  judge.  If 
if  can  be  demonstrated  that  it  is  impossible  to  adjust 
satisfactorily  the  underaverage  business  to  the  present 
restrictions,  it  ought  not  to  be  difficult  to  secure  the 
necessary  liberty. 

A  publicity  feature  of  the  New  York  reforms  which 
is  apparently  having  a  remarkably  good  effect  is  the 
requirement  that  annual  dividend  scales  for  the  differ- 

1  Hearings  on  the  Armstrong  bills,  vol.  1,  pp.  244ff.  Testimony  of 
Actuary  Weeks. 
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ent  kinds  of  policies,  ages,  and  dates  of  issue  shall  be 
submitted  to  the  insurance  department.  In  several 
states,  in  consequence,1  the  annual  insurance  reports 
now  contain  premiums  and  dividends  for  ages  25,  35, 
45,  and  55  on  ordinary  life,  twenty  payment  life,  and 
twenty  year  endowment  policies  at  various  dates  of 
issue.  These  figures  as  published  are  sufficiently  com- 
plete to  furnish,  on  careful  examination  by  a  prospective 
policyholder  or  an  agent,  an  accurate  indication  as  to 
the  relative  cheapness  at  the  present  time  of  policies 
in  the  different  companies.  It  is  perhaps  unlikely  that 
many  prospective  purchasers  of  insurance  will  take  the 
pains  to  make  a  careful  comparison  as  to  the  net  costs, 
but  rival  agents  may  be  trusted  to  do  so,  and  are  in 
fact  doing  it.  In  consequence  high  dividend  paying 
policies  are  easy  to  sell  without  any  increased  com- 
mission. In  fact,  with  lowered  commissions  in  many 
instances,  the  companies  with  the  lowest  net  costs 
have  broken  all  their  previous  records  in  amount  of 
new  business  written  in  1907  and  1908. 

If  the  New  York  reforms  had  accomplished  nothing 
else  than  the  publication  of  dividend  results,  they  would 
have  performed  a  great  service  for  the  insuring  public, 
for  this  sort  of  publicity  not  only  gives  the  purchaser 
a  rational  basis  for  choice,  but  in  so  doing  also  compels 
all  companies  to  seek  to  prove  their  excellence  by  offer- 
ing good  returns,  which  they  can  only  do  by  the  most 
prudent  management  in  every  particular.  That  with 
all  the  statements  that  have  been  required  in  the  past 
by  the  various  states  this  essential  information  should 
have  been  neglected  is  most  surprising,  since  no  other 
information  is  so  conclusive  of  merit,  nor  so  easily 
understood.  Its  publication  has  been  required  in 
Great  Britain  since  1870,  but  in  this  country  even  those 
companies  which  could  make  the  best  showing  have 
jealously  guarded  this  information  from  rival  agents. 

1  Massachusetts,  Connecticut,  New  York,  Minnesota,  and  others. 
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Dividend   scales   have   been    printed   but   circulated 
only  among  the  company's  agents. 

Hitherto,  the  means  of  ascertaining  the  relative 
cheapness  of  insurance  in  the  different  companies  have 
been  very  limited.  Agents  could  be  persuaded  to 
furnish  some  information,  but  only  such  data,  and  in 
such  forms,  as  they  thought  it  to  their  interest  to  give. 
Some  companies  also  published  "  comparative  results," 
but  of  course  selected  for  comparison  only  such  policy 
histories  as  displayed  their  own  superiority.  For  any 
independent  and  disinterested  comparison,  an  investi- 
gator was  obliged  to  depend  upon  the  gain  and  loss 
account  which  since  1896  has  been  published  in  the 
Wisconsin  and  Minnesota  reports.  The  ratios  thus 
obtainable  of  dividends  to  premium  receipts,  of  ex- 
penses to  income,  of  actual  to  expected  mortality,  of 
actual  to  expected  interest,  and  of  gains  upon  lapse 
and  surrender,  when  taken  in  the  aggregate,  usually, 
though  not  infallibly,  favored  the  same  companies 
which  were  actually  producing  the  best  dividend  results. 
Notwithstanding  which,  many  of  the  conclusions  which 
were  popularly  deduced  from  such  ratios  were  severely 
and  rightly  criticised  by  all  experts.  The  ratios  were, 
when  carelessly  considered,  positively  misleading,  and, 
even  when  studied  with  discrimination,  only  approxi- 
mate, though  they  furnished  far  more  reasonable 
criteria  than  those  formerly  employed,  such  as  volume 
of  assets,  amount  of  surplus,  rapidity  of  growth, 
grandeur  of  office  buildings,  etc.,  which  were  as  often 
points  of  demerit  as  of  merit. 

But  dividends  furnish  an  incontrovertible  test  of 
merit,  for  insurance  departments  attend  to  the  sol- 
vency of  the  legal  reserve  companies;  and  although 
economy  and  efficiency  and  integrity  of  management 
have  not  been  due  to  competition,  competition  has  at 
least  produced  an  almost  uniformly  high  degree  of 
liberality  and  promptness  in  the  dealings  of  the  com- 
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panies  with  their  patrons.  The  purchaser  of  insurance, 
therefore,  can  have  only  one  possible  interest,  and  that 
is,  — "Where  can  I  get  my  insurance  at  the  lowest 
cost?"  — since  there  is  little  difference  in  the  quality 
of  the  commodity. 

It  is  not  to  be  supposed,  now  that  dividend  returns 
are  published,  that  competition  will  be  narrowed  to  a 
few  companies  and  that  the  others  will  be  forced  to 
retire.  The  publication,  for  the  last  forty  years,  of 
"bonuses"  in  England  has  had  no  such  effect.  What 
may  be  expected  is  that  only  the  poorest  companies 
will  be  forced  out,  or  onto  a  non-participating  basis, 
and  that  the  majority  will  be  compelled  to  introduce 
such  retrenchments  and  improvements  as  will  enable 
them  to  compare  favorably  with  the  best. 

Moreover,  it  is  not  to  be  expected  that  it  will  be 
possible  to  determine  with  accuracy  the  one  best 
company.  To  illustrate  from  the  current  figures,  ftome 
companies  have  an  advantage  in  one  kind  of  policy 
and  not  in  another;  some  make  good  showings  at  some 
ages  and  not  at  others;  some  give  good  returns  in  the 
early  years  of  the  policy,  others  in  the  later  years; 
some  maintain  constant  figures  for  a  long  series  of  years, 
others  change  their  factors  every  year;  some  are 
steadily  raising  their  dividends,  and  some  must  soon 
lower  them;  and  so  on.  By  legislation  and  volun- 
tarily, many,  but  by  no  means  all,  of  these  variations 
in  practice  will  be  reduced  to  uniformity.  But  in 
any  event,  though  the  past  and  the  present  are  an 
earnest  of  the  future  course  of  a  company,  the  results 
are  so  sure  to  vary  over  a  long  period  that  reasonable 
purchasers  will  not  be  influenced  by  differences  of  a 
few  cents.  They  will  be  influenced,  and  properly,  by 
differences  as  great  as  have  persisted  till  very  recently. 


yj  CHAPTER  XVHI 

POLICY  CONTRACTS1 

Life  insurance  practically  had  its  origin  in  a  contract 
between  two  or  more  parties  that  was  in  the  nature  of  a 
wager.  The  payor  of  the  premium  would  win  if  the  in- 
sured died  within  a  given  period,  and  the  insurer  would 
win  if  the  insured  survived  such  a  period. 

The  first  record  we  have  of  such  a  life  insurance  contract 
shows  that  it  was  made  June  18, 1583,  in  favor  of  Richard 
Martin,  citizen  and  alderman  of  London.  The  subject 
insured  was  one  William  Gybbons,  and  the  contract  prac- 
tically amounted  to  a  wager  between  Richard  Martin  and 
thirteen  merchants  of  the  city  of  London.  Martin  paid 
the  thirteen  merchants  about  £30.  If  Gybbons  died/ 
within  twelve  months,  then  the  thirteen  merchants 
agreed  to  pay  about  £400.  While  this  was  a  wager 
transaction,  and  would  now  be  void  in  law,  it  was,  in  a 
manner,  the  beginning  of  life  insurance  contracts. 

A  policy  on  the  life  of  Nicholas  Bourne,  dated  November 
25,  1721,  issued  by  the  London  Assurance  Corporation 
at  the  request  and  expense  of  Thomas  Baldwin,  is  the 
second  authentic  record  we  have  of  an  early  life  insurance 
contract.  An  interesting  feature  of  this  contract  is  that 
it  would  meet  the  necessities  of  the  Second  Adventists, 
whose  considerations  of  life  insurance  are  disturbed  by 
the  prospect  of  being  translated  and  thus  leaving  behind 

1  By  L.  G.  Fouse.  Reprinted  with  additions  from  pages  209-228, 
Volume  XXVI)  Annals  of  the  American  Academy  of  Political  and 
Social  Science,  September,  1905. 
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them  no  evidence  of  death.  The  policy  provided  that 
"in  case  he,  the  said  Nicholas  Bourne,  shall  in  or  during 
the  said  time,  and  before  the  full  End  and  Expiration 
thereof,  happen  to  dye,  or  decease  out  of  this  world  by 
any  Ways  or  Means  whatsoever,  That  then  the  above 
said  Governor  and  Company  will  well  and  truly  satisfy, 
content,  and  pay  unto  the  said  Thomas  Baldwin,  his  Ex- 
ecutors, Administrators  or  Assigns,  the  Sum  or  Sums  of 
Money  by  him  Assured,  and  here  underwritten,  without 
any  Allowance,  Deduction,  or  Abatement  whatsoever." 
The  only  condition  of  avoiding  the  contract  was  going  to 
sea  or  into  the  wars  without  written  consent. 

Another  old  contract  of  which  we  have  a  record  is  on  the 
life  of  the  Right  Rev.  William  Carmichael,  Lord  Bishop 
of  Clonfert,  dated  June  27,  1754.  The  insurance  was 
effected  by  and  for  the  benefit  of  George  Cockburne  at 
the  rate  of  $5  premium  for  each  £100  insured.  Suicide, 
or  death  by  the  hands  of  justice,  or  going  outside  of  his 
Britannic  Majesty's  dominions  of  Great  Britain  and  Ire- 
land without  first  obtaining  license  in  writing,  voided  the 
contract. 

A  contract  of  life  insurance  must  now  be  supported  by 
a  legal  insurable  interest.  That  is  to  say,  when  the  insur- 
ance is  effected  by  any  person  other  than  the  insured, 
the  beneficiary  must  have  an  interest  in  the  continuance 
of  the  life  of  the  insured  and  not  merely  a  monetary 
interest  in  his  death. 

While  it  is  not  my  province  to  discuss  the  actuarial  and 
scientific  questions  involved,  it  is  proper  to  say  that  the 
discovery  of  the  law  of  mortality  susceptible  of  mathe- 
matical calculation  made  it  possible  to  supplant  crude 
guesses  at  the  chances  of  life  and  death  by  tables  con- 
structed from  mortality  observations. 

The  contracting  parties  under  the  policy  are  usually 
designated  in  this  country  as  the  insured,  the  subject  upon 
whose  life  the  policy  is  written;  the  insurer,  the  one  who 
assumes  the  obligation  to  pay  the  insurance;  and  the  bene- 
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ficiary,  the  one  to  whom  the  insurance  is  paid  in  the  event 
of  death.  There  are,  therefore,  usually  three  parties  to  a 
policy  contract. 

Individuals  under  modern  methods  do  not  act  as  in- 
surers. The  laws  of  the  several  states  have  provided  for 
the  incorporation  of  insurance  companies  which  have  per- 
petual succession.  Individuals  die,  but  properly  managed 
corporations  are  supposed  to  live  always.  The  powers 
of  a  life  insurance  company  under  the  statute  usually 
consist  of  effecting  insurance  upon  the  lives  of  individuals, 
every  insurance  appertaining  thereto  or  connected  there- 
with, and  the  granting  and  purchasing  of  annuities.  The 
companies  are  authorized  to  make  by-laws  for  their  govern- 
ment not  in  conflict  with  the  laws  and  constitution  of  the 
state  in  which  they  are  incorporated,  or  of  the  United 
States.  Full  liberty  and  freedom  is,  therefore,  vouch- 
safed to  the  life  insurance  company  in  the  making  of 
contracts  with  a  single  requirement  applicable  only  to 
companies  known  as  old  line  or  legal  reserve  companies. 
This  requirement  amounts  to  a  standard  of  safety  adopted 
by  the  state,  which  provides  that  whatever  the  policy  con- 
tract may  be  the  insurance  company  must  always  have 
in  its  coffers  money  or  securities  equal  to  the  difference 
between  the  present  worth  of  what  it  promises  to  pay, 
and  the  present  worth  of  the  net  premiums  the  insured 
promises  to  pay,  which  difference  is  known  as  the  reserve. 
Beyond  this  the  state  wisely  does  not  undertake  to  inter- 
fere with  or  handicap  the  companies.  While  this  lati- 
tude of  license  has  probably  in  a  degree  been  abused,  it 
has  given  the  public  a  great  variety  of  policy  contracts 
from  which  to  select;  and  as  the  insuring  public  is  becom- 
ing better  informed  and  able  to  discriminate  between  the 
sound  and  unsound,  such  latitude  or  license  is  becoming 
less  objectionable.  Indeed,  by  reason  of  the  ever  chan- 
ging conditions  it  is  infinitely  to  be  preferred  to  any 
attempt  at  circumscribing  legal  limitations  to  policy  con- 
tracts. 
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The  word  policy  means  in  general  a  course  or  plan  of 
action  or  administration.  During  the  Middle  Ages  it  was 
used  to  designate  memoranda.  In  England  it  has  been 
applied  to  "a  warrant  or  ticket  for  money  in  the  public 
funds."  In  the  United  States  it  is  applied  to  a  gambling 
game.  Among  these  varied  definitions  and  uses  has 
arisen  its  universal  ^employment  to  designate  compre- 
hensively a  written  instrument  embodying  a  contract  of 
insurance  involving,  as  it  does,  contingencies  and  proba- 
bilities. In  life  insurance  a  policy  contract  is,  therefore, 
one  involving  the  contingency  of  death,  in  which  the 
minds  of  the  parties  thereto  have  met  and  agreed  upon 
the  terms  and  conditions  of  the  underwriting. 

The  taking  out  of  a  policy  of  life  insurance  signifies 
a  sense  of  responsibility,  frugality,  and  thrift  on  the  part 
of  its  owner.  Under  existing  social  and  economic  con- 
ditions the  life  insurance  contract  has  become  a  necessity. 
The  man  who  assumes  the  responsibility  of  a  family  and 
of  engaging  in  business  needs  protection,  in  the  event  of 
his  early  death,  for  both.  The  insured  or  owner  of  the 
contract  often  derives  substantial  benefit  from  the  self- 
denial  and  formation  of  the  frugal  habits  acquired  by  the 
preparation  to  meet  the  periodical  payment  of  premiums. 
He  is  also  benefited  by  the  consciousness  that  he  is  creat- 
ing an  estate  to  benefit  his  dependents,  which,  in  the  event 
of  his  death,  becomes  immediately  convertible  into  cash 
without  the  intervention  of  administrator,  executor,  or 
attorney.  It  is  generally  conceded  by  the  trust  officers 
of  our  great  trust  companies  that  there  are  no  securities 
left  by  decedents  of  as  great  general  value,  because  of  not 
being  affected  by  market,  etc.,  as  are  policies  of  life  insur- 
ance. It  is  only  in  cases  of  gross  fraud  or  where  the  rights 
of  beneficiaries  are  disputed  that  any  contest  is  made  by 
the  companies.  For  example;  according  to  the  sworn 
returns  of  1902  and  1903  the  total  existing  contested 
claims,  representing  an  accumulation  of  years,  amounted 
to  only  $668,200,  while  the  claims  paid  during  the  same 
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years  by  the  legal  reserve  companies  represented  $367,- 
035413.  Thus  the  accumulated  contests  represented  only 
one-fifth  of  1  per  cent,  of  the  amount  of  claims  paid  in  two 
years;  or  for  every  $1000  paid,  only  $2  were  contested, 
and  it  is  safe  to  say  that  currently  not  more  than  $1  out 
of  every  $1000  paid  is  contested. 

For  the  beneficiaries  of  such  contracts  it  signifies  the 
means  of  support  after  the  decease  of  the  breadwinners; 
it  means  escape  from  the  pittances  or  charities  of  the 
world. 

To  the  state  life  insurance  signifies  a  much  reduced  poor 
rate  for  the  maintenance  of  almshouses  and  eleemosynary 
institutions. 

Motives  in  Framing  Contracts.  —  In  order  to  get  at  the 
motives  we  will  take  up  the  considerations  involved  in 
the  framing  of  a  policy  contract.  It  is,  no  doubt,  true 
that  policies  have  been  framed  with  temporary  success, 
having  quick  returns  to  the  managers  as  the  principal 
consideration;  schemes  could  be  cited  in  illustration  of 
this  statement.  I  shall,  however,  not  undertake  to  cope 
with  or  discuss  dishonest  schemes,  but  shall  address  my- 
self to  the  difficulties  involved  under  honest  and  legitimate 
projects. 

The  consideration  of  first  importance  is  so  to  frame  the 
contracts  as  to  perpetuate  the  existence  of  the  corporation. 
To  this  end  due  consideration  must  be  given  to  equity  and 
justice,  and  to  protection  against  dishonesty  and  fraud. 

A  policy  may  be  loaded  down  with  unnecessary  restric- 
tions. In  the  earlier  days  of  life  insurance,  when  obser- 
vations had  not  been  made  of  the  various  supposedly 
hazardous  conditions,  it  was  attempted  to  avoid  them  by 
policy  restrictions.  Many  of  these  have  been  found  to 
be  unnecessary.  Some  of  them  are  needed,  and  in  a  modi- 
fied form  should  be  retained  in  the  interest  of  a  sound, 
wholesome  public  policy  and  of  equity  to  all  policy-holders. 

While  the  motives  involved  in  business  getting  cannot 
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wholly  be  ignored,  they  must  be  subordinated  to  the  rules 
of  good  business,  sound  public  policy,  equity  and  justice. 
It  will  not  do  for  those  who  have  the  framing  of  a  policy 
contract  to  "play  to  the  galleries"  by  a  show  of  liberality, 
and  thus  secure  public  applause  at  the  expense  of  policy- 
holders. 

The  beginning  of  a  policy  contract  is  a  proposal  in  the 
form  of  an  application  for  life  insurance.  In  such  applica- 
tion the  applicant  is  required  to  make  a  detailed  statement 
of  his  personal  and  family  history,  and  such  state- 
ments are  usually  made  the  basis  of  the  contract.  If  the 
insured  makes  material  misstatements,  he  is  very  much 
in  the  same  moral  position  as  any  one  who  obtains  a  thing 
of  value  under  false  pretenses.  Banks,  business  and  manu- 
facturing concerns,  and  individuals  alike  are  protected  under 
the  laws  against  that  class  of  people  who  do  not  hesitate 
to  indulge  in  false  pretenses.  Notwithstanding  these  gen- 
eral facts,  in  some  states  life  insurance  companies  have 
practically  no  protection.  An  applicant  in  such  states 
may,  with  malice  aforethought,  misrepresent  a  material 
fact,  and  because  of  a  prejudiced  and  pernicious  public 
sentiment,  which  has  invaded  the  courts  of  justice,  the 
insurance  management  will  sometimes  pay  rather  than 
take  the  chances  of  greater  loss  in  contesting  a  claim 
believed  to  be  fraudulent.  At  best  the  binding  obligations 
are  all  on  the  company,  and  both  the  insurance  depart- 
ments and  the  courts  stand  ready  to  enforce  them,  while 
the  insured  may  at  will  discontinue  the  contract. 

The  public  sentiment  of  which  I  have  spoken  largely 
ignores  the  fact  that  insurance  is  effected  by  the  money 
of  the  policy-holders  of  the  company;  that,  literally,  the 
policy-holders  are  the  company,  and  the  officers  are  merely 
the  managers.  It  is  in  part  due  to  a  condition  which 
obtained  after  the  Civil  War  in  the  seventies,  when  many 
companies  were  organized  by  men  who  knew  absolutely 
nothing  of  the  science  of  underwriting,  and  whose  num- 
berless blunders  forced  them  to  the  last  expedient  of  try- 
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ing  to  perpetuate  the  existence  of  their  companies  by 
evading  the  paying  of  claims.  While  these  companies 
ceased  to  exist  many  years  ago,  and  while,  if  anything, 
the  companies  at  present  err  on  the  side  of  liberality 
and  promptness,  the  sentiment  referred  to  remains  in 
a  modified  form. 

The  application  should  and  usually  does  contain  a  war- 
ranty clause  in  which  the  applicant  warrants  the  truth  of 
his  statements  that  form  the  basis  of  the  contract.  If  any 
material  statements  therein  are  found  to  be  untrue,  then 
the  contract,  according  to  its  terms,  may  be  voidable  or 
become  ipso  facto  null  and  void,  and  all  payments,  except 
as  expressly  provided  therein,  are  forfeited  to  the  company. 
The  rule,  however,  is  to  make  the  policies  incontestable, 
except  for  the  non-payment  of  premiums,  after  from  one 
to  two  years  following  the  date  of  issuance.  Under  the 
head  of  policy  restrictions  I  discuss  in  some  detail  the  in- 
contestable clause. 

Before  execution  of  a  policy  contract  the  medical  and 
inspection  departments  of  the  company  carefully  investi- 
gate the  statements  made  by  the  applicant.  They  deter- 
mine whether  the  applicant  is  insurable,  and  if  so  under 
what  conditions.  The  applicant's  financial  ability  to  pay 
the  premiums  is  also  considered.  Upon  proper  certifica- 
tion the  executive  department  executes  the  contracts. 
The  policy,  however,  as  a  rule,  does  not  become  binding 
or  operative  until  delivery  to  the  applicant  and  acceptance 
by  him  during  his  lifetime  and  good  health,  and  the  actual 
payment  of  the  required  premium. 

The  title  to  the  policy  may  vest  in  the  insured  or  in  the 
beneficiary,  depending  upon  the  terms  and  conditions  of 
the  contract.  If  the  insured  under  the  terms  of  the  con- 
tract has  the  right  to  change  the  beneficiary,  then  the 
latter  has  a  contingent  interest  only,  which  does  not  be- 
come vested  until  after  the  death  of  the  insured.  Hence, 
under  such  a  contract  the  title  vests  in  the  insured  because 
he  can,  at  any  time,  substitute  his  own  estate  or  another 
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beneficiary  for  the  one  originally  named.  If,  however, 
under  the  terms  of  the  contract  the  insured  cannot  change 
the  beneficiary,  then  the  title  to  the  policy  vests  in  the  latter 
and  can  only  be  transferred  to  another  by  assignment. 

Under  the  laws  of  most  of  the  states  a  policy  of  life 
insurance,  made  payable  to  wife  and  children,  is  not  liable 
for  the  debts  of  the  insured,  and  hence,  though  the  insured 
may  be  insolvent  at  the  time  of  death,  the  creditors  can- 
not get  any  part  of  the  insurance  money  unless  it  can  be 
shown  that  the  policy  was  contracted  for  after  insolvency 
and  that  the  contract  was  made  to  avoid  the  payment  of 
debts  and  to  defraud  creditors. 

A  life  policy  is  not  consummated  or  completed  until  it 
either  expires  by  limitation  or  by  maturity  at  the  end  of 
a  stated  period,  or  by  the  death  of  the  insured.  In  the 
last  event  proof  of  death  and  of  claim,  as  required  by  the 
contract,  must  be  made  to  the  company.  While  many 
policies  provide  for  the  payment  of  the  money  within  a 
limit  of  thirty  or  sixty  days,  it  has  become  the  custom  of 
practically  all  the  companies  to  pay  the  insurance  money 
as  soon  as  satisfactory  proof  of  loss  and  claim  has  been 
made. 

It  is  an  established  principle  of  the  law  courts  to  con- 
strue contracts  against  the  framers  or  makers,  on  the 
ground  that  they  are  familiar  with  the  technicalities  of 
the  law,  and  are  presumed  to  frame  the  contracts  in  their 
own  interest. 

In  construing  contracts,  in  case  of  apparent  conflict 
between  written  and  printed  clauses,  preference  is  always 
given  to  the  written  clauses. 

Notwithstanding  the  disposition  of  juries  to  favor  indi- 
vidual claimants  against  corporations,  and  the  disposition 
of  the  courts  to  construe  the  contracts  against  the  makers, 
it  is  a  fact  worthy  of  note  that  more  than  75  per  cent,  of 
the  litigated  cases  are  won  by  the  companies.  This  is 
due  to  the  further  fact  that  the  companies  will  only  resort 
to  a  contest  in  most  flagrant,  fraudulent  cases. 
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Variety  of  Life  Contracts  due  to  Method.  —  There  are 
four  methods  legally  recognized  and  mentioned  under  this 
section,  each  of  which  has  its  distinctive  features.  The 
distinctions  between  the  methods  are  legal,  mathematical, 
practical  and,  in  part,  due  to  prejudice  and  custom.  Be- 
cause of  the  distinctions  mentioned,  the  form  of  contract 
adapted  to  one  method  would  not  be  suited  to  another 
method.  This  has  given  rise  to  a  much  larger  variety  of 
policy  contracts  in  life  insurance  than  we  should  have  if 
there  were  but  one  method.  While  the  system  of  life 
insurance  may  be  said  to  be  one,  the  methods  are  many. 

Ordinary  Legal  Reserve  Methods.  —  This  comprehends 
the  classification  of  companies  which  are  by  law  required 
to  maintain  a  reserve  at  all  times  equal  to  the  future  de- 
ficiency in  the  premiums,  so  that  the  fulfilment  of  the  policy 
obligations  is  guaranteed.  There  are  probably  as  many 
as  one  hundred  and  fifty  different  varieties  of  policies  issued 
by  companies  of  this  classification.  It  would  be  imprac- 
ticable to  attempt  to  enumerate  them  all,  but  I  will  men- 
tion the  principal  policies: 

1.  The  Ordinary  or  Whole-Life  Participating  Policy.  — 
Premiums  continuous  during  the  life  of  the  insured;  divi- 
dends applied  to  reducing  premiums  or  increasing  the 
insurance;  insurance  payable  at  death  only. 

2.  Limited  Payment  Participating  Policy.  —  Premiums 
limited  to  a  term  of  years;  dividends  as  in  (1),  or  payable 
in  cash  at  the  end  of  the  term;  insurance  payable  at  death 
only. 

3.  Endowment  Participating  Policy. — Premiums  pay- 
able during  the  specified  term;  dividends  as  in  (2);  in- 
surance is  payable  at  the  end  of  years  specified  or  at  death 
if  prior. 

4.  Non-Participating  Policy.  —  All  of  the  several  forms 
mentioned  are  issued  at  a  low  rate  of  premiums  in  lieu  of 
dividends. 

In  addition  to  the  several  forms  of  policies  referred  to 
there  may  be  mentioned  joint  life  or  partnership,  renew- 
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able  term,  term,  instalment,  single  premium  or  paid-up, 
tontine,  semi-tontine,  and  a  great  variety  of  deferred  divi- 
dend policies  variously  designated  as  accumulation,  allot- 
ment, survivorship  dividend,  tontine  dividend,  etc. 

Industrial  Legal  Reserve  Method.  —  The  variety  is  prac- 
tically limited  to  the  standard  life  and  limited  payment 
policies  at  premium  rates  considerably  in  excess  of  those 
charged  by  the  ordinary  legal  reserve  companies.  This 
excess  is  due  to  the  fact  that  the  companies  issuing  indus- 
trial policies  collect  the  premiums  weekly  —  sometimes 
monthly  —  by  collectors  who  go  from  house  to  house. 
By  reason  of  the  large  premium  charged,  policies  of  the 
industrial  variety  contain  but  few  restrictions. 

Fraternal  or  Lodge  Method.  —  These  contracts  are  in  the 
form  of  certificates  of  membership,  and  usually  provide 
for  suspension  of  a  lodge  in  case  payment  is  not  made  by 
the  subordinate  branches  to  the  supreme  body.  Although 
the  individual  member  may  pay  his  dues  and  assessments 
promptly,  if  the  lodge  to  which  he  belongs  fails  to  pay  he 
must  suffer  suspension.  The  rights  of  the  individuals  are 
subordinated  to  the  conduct  and  will  of  the  majority. 

The  contracts  usually  specify  a  maximum  benefit,  and 
are  not  in  a  legal  sense  guaranteed  beyond  the  proceeds 
of  the  assessments  collected  from  the  lodges  to  pay  the 
losses.  The  variety  is  usually  limited  to  certificates  in 
which  payments  of  the  member  continue  during  the  life 
of  the  contract. 

As  a  rule  very  few  restrictions  are  imposed. 

Assessment  or  Non^Legal  Reserve  Method.  —  Under  this 
method  provision  is  made  to  effect  the  insurance  by  cur- 
rently collecting  from  the  members  a  specified  or  deter- 
minable amount  to  be  paid  periodically.  Originally  this 
form  of  contract  usually  specified  that,  in  the  event  of  the 
death  of  the  insured,  the  beneficiary  should  receive  the 
proceeds  of  an  assessment  not  exceeding  a  maximum  sum 
specified.  Later  the  form  was  modified  so  that  the  sum 
payable  at  death  should  be  fixed  and  certain,  while  the 
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amounts  to  be  collected  from  members  become  variable 
and  uncertain,  depending  upon  the  mortality  experienced. 
The  variety  is  limited  to  the  type  of  policies  not  requiring 
large  accumulations  for  their  fulfilment,  and  under  which 
the  payments  of  the  insured  are  coterminous  with  the 
life  of  the  policy.  The  restrictions  and  conditions,  with 
the  exception  of  the  non-forfeitable  and  accumulation 
features,  are  in  effect  the  same  as  in  the  policies  of  the 
legal  reserve  class. 

The  truth  of  the  statements  contained  in  the  applica- 
tion must  be  a  condition  precedent  to  the  issuance  of  the 
policy.  The  payment  of  the  premiums  when  due  is  funda- 
mental to  the  continuance  of  the  insurance.  Provision 
is  generally  made  for  the  revival  of  the  policy  in  case  of 
default  in  the  payment  of  the  premium  if  the  insured  be 
in  good  health.  The  requirement  of  legal  and  proper 
proof  that  the  contingency  insured  against  has  happened 
is  also  fundamental.  The  company  that  will  pay  a  policy 
without  due  and  proper  proof  of  death  and  claim  is  rec- 
reant to  its  trust. 

Sound  public  policy  limits  the  insurable  ages  to  the 
productive  period  of  life,  and  requires  policies  to  be  non- 
forfeitable for  any  payments  in  excess  of  the  current  cost 
of  insurance,  allowing  the  companies  a  small  margin  for 
contingencies.  It  demands  a  clear  and  distinct  statement 
of  the  respective  rights  of  the  parties  to  the  contract  with 
reference  to  the  division  and  disposition  of  surplus.  It 
requires  policies  to  become  incontestable  within  a  reason- 
able time  from  date  of  issuance,  except  for  failure  to  pay 
premiums  when  due,  and  imposes  restrictions  in  the  inter- 
ests of  the  general  public,  such  as  will  discourage  and  pre- 
vent fraud  and  crime.  Suicide,  which  will  be  discussed 
under  policy  restrictions,  is  an  important  feature  of  life 
insurance  as  related  to  public  policy. 

Conditions  imposed  by  equitable  considerations  require 
the  policies  which  have  been  issued  to  be  kept,  as  nearly 
as  practicable,  in  the  same  classification  of  hazards.    If 
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the  insured  voluntarily  assumes  a  hazard  known  to  be 
great,  and  not  originally  contemplated  in  his  contract, 
the  burden  of  it  must  either  be  borne  by  himself  or  by  other 
policy-holders.  Equitable  considerations  require  that  every 
insured  should  bear  his  just  proportion  of  such  burdens. 
Hence  in  the  case  of  military  and  naval  service  during 
time  of  war  the  extra  premium  involved  by  the  war  hazard 
should  either  be  paid  by  the  government  served,  or  by  the 
insured,  or  the  policy  should  be  proportionately  scaled. 
Equitable  considerations  also  demand  that  an  extra  pre- 
mium should  be  imposed  on  persons  who  reside  or  travel 
in  certain  portions  of  the  tropics  where  the  death  rate  is 
fully  twice  as  great  as  that  upon  which  the  premiums  are 
based.  A  further  and  very  important  consideration,  but 
much  neglected,  is  that  every  policy  should  be  made  to 
pay  its  own  way,  including  the  expenses  of  writing  and 
placing  it.  The  policy  should  be  so  constructed  that  the 
premium  loading  the  first  policy  year  is  sufficient  to  pay 
the  expenses,  and  the  loading  in  the  subsequent  policy 
years  should  be  correspondingly  reduced.  The  surplus 
belonging  to  those  already  insured  should  be  apportioned 
to  them,  and  should  not  be  diverted  to  the  payment  of 
expenses  incident  to  obtaining  new  business. 

In  a  great  many  policy  contracts  conditions  and  re- 
strictions are  referred  to  as  privileges.  This  use  of  the 
word  privilege  is  rather  difficult  to  reconcile  with  the  gen- 
eral proposition  of  law  that  that  which  is  not  prohibited 
and  comes  within  the  purpose  of  the  corporation  is  per- 
mitted. Therefore,  unless  a  policy  contract  first  limits  and 
circumscribes,  there  is  absolutely  no  significance  to  privi- 
leges. For  example,  to  say,  when  there  is  no  limitation 
as  to  travel,  that  the  insured  has  the  privilege  of  traveling 
or  residing  in  any  part  of  the  known  world  signifies  abso- 
lutely nothing,  as  that  privilege  is  granted  by  its  not 
being  prohibited. 

It  may,  therefore,  be  accepted  as  a  guiding  principle  that 
within  the  limits  of  the  powers  of  the  maker  of  the  con- 
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tract,  whatever  is  not  restricted,  forbidden,  or  prohibited 
is  a  privilege  implied  although  not  expressed. 

I  have  classified  the  important  conditions  and  restric- 
tions of  fifty-one  companies.  These  companies  are  re- 
presentative, and  the  result  of  the  classification  clearly 
indicates  the  principal  policy  conditions  among  the 
American  life  insurance  companies  : 

1.  Only  eleven  of  the  fifty-one  companies  formally 
announce  accepting  risks  over  sixty. 

2.  Thirty-seven  accept  women  on  the  same  conditions 
as  men;  thirteen  require  extra  premiums  or  restrict  them 
to  certain  policies,  and  one  company  refuses  to  insure 
them. 

3.  Thirty-eight  companies  voluntarily  attach  copy  of 
application  to  the  policy,  thus  giving  to  the  insured  a 
complete  contract,  and  thirteen  only  do  so  when  required 
or  when  the  law  requires  it. 

4.  All  companies  have  a  provision  in  the  policy  that 
it  shall  not  become  effective  and  binding  until  delivered 
during  the  lifetime  and  good  health  of  the  insured  and 
after  the  required  premium  is  actually  paid. 

5.  Seventeen  have  no  restrictions  with  regard  to  occu- 
pation after  the  policy  has  once  been  issued;  eight  have  a 
restriction  imposing  a  penalty  if  the  insured  engages  in 
a  more  hazardous  occupation  than  the  one  stated  in  the 
application;  twenty-six  have  restrictions  limited  by  some 
to  the  first  policy  year  and  others  to  the  first  two  policy 
years. 

6.  Thirty-five  companies  have  restrictions  in  regard  to 
military  and  naval  service  in  time  of  war,  requiring  a 
permit  for  which  an  extra  premium  must  be  paid  or  pro- 
viding for  the  scaling  of  policies;  six  have  such  restric- 
tion for  either  one  or  two  policy  years  and  ten  have  no 
restriction. 

7.  Nineteen  have  a  suicide  clause  for  one  year;  twenty- 
five  for  two  years;  three  for  three  years;  one  without 
limitation,  and  three  have  no  restriction. 
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8.  In  the  matter  of  dueling  and  violating  law  thirty 
have  no  restrictions;  six  have  them  for  one  year;  twelve 
for  two  years;   two  for  three  years,  and  one  constant. 

9.  Forty-two  have  no  provision  against  intemperance; 
two  have  it  for  one  year;  four  for  two  years;  one  for  three 
years;  two  for  five  years,  and  one  constant. 

10.  Twenty-four  companies  have  no  restriction  as  to 
residence  and  travel;  nine  have  it  for  one  year;  fourteen 
for  two  years,  and  four  constant. 

11.  Two  companies  have  no  incontestable  clause;  two 
stipulate  incontestability  from  date  of  issue;  seventeen 
after  one  year;  twenty-seven  after  two  years;  two  after 
three  years,  and  one  after  five  years. 

12.  The  policies  of  nine  companies  provide  for  no  days 
of  grace  for  payment  of  premium;  those  of  forty-one  com- 
panies provide  thirty  days,  and  one  company  six  days. 

13.  Fourteen  companies  make  no  provision  in  policies 
for  reinstatement  or  revival  in  the  event  of  lapse,  but 
reinstate  merely  as  a  matter  of  grace;  sixteen  companies 
make  it  a  matter  of  contract  without  limiting  the  time; 
ten  limit  within  a  year;  three  two  years;  two  three  years; 
six  five  years. 

14.  All  companies  have  some  non-forfeiture  provision 
after  two  or  three  years  by  way  of  loan,  or  paid-up  or 
extended  insurance;  four  provide  cash  surrender  values 
after  two  years;  twenty-nine  three  years;  six  five  years; 
eight  at  periods  specified  in  the  contract;  four  no  cash 
surrender  values. 

15.  Six  companies  pay  dividends  annually;  six  an- 
nually after  the  second  year;  four  annually  after  the  third 
year;  four  annually  after  specified  periods;  nine  annually 
after  five  years;  twenty-two  at  stated  periods  or  divi- 
dends deferred. 

16.  Forty-four  companies  provide  for  the  payment  of 
claims  immediately  after  the  receipt  and  approval  of  proofs 
of  death,  and  seven  specify  payment  within  thirty  or  sixty 
days  after  proof. 
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I  will  consider  the  classes,  as  given  in  the  above  classi- 
fication, in  numerical  order : 

1.  Insurance,  as  a  matter  of  protection,  should  be  limited 
to  the  productive  period  of  life,  or  to  between  ages  15 
and  70.  If  an  aged  man  applies  for  insurance,  and  pays 
the  premiums  himself  as  a  means  of  investment  and  a 
method  of  increasing  his  estate,  then  there  is  no  special 
reason  for  limiting  the  age  on  the  level  premium,  or  reserve 
method,  of  life  insurance.  Unfortunately,  however,  a 
great  many  aged  persons  have  allowed  themselves  to  be 
used  as  subjects  for  speculation.  The  astonishing  part 
is  that  a  selfish,  unnatural,  and  depraved  desire  should 
sometimes  develop  on  the  part  of  sons,  daughters,  and 
sons-in-law  to  insure  their  fathers  and  mothers  under  the 
assessment  or  cheaper  method  in  the  hope  of  financial 
gain  from  a  speedy  death. 

Between  the  years  1880  and  1884,  in  the  State  of  Penn- 
sylvania, upward  of  two  hundred  assessment  associations 
were  organized  for  the  purpose  of  speculating  in  aged 
human  lives.  Through  the  efforts  of  the  legitimate  life 
insurance  companies  and  associations,  the  pulpit,  the  press, 
and  the  bench,  public  conscience  was  awakened,  and  a 
law  was  passed  in  1883  which  put  the  speculators  in  human 
life  and  the  organizations  through  which  they  operated 
out  of  business  within  a  year.  This  chapter  in  the  history 
of  life  insurance  has  resulted  in  the  refusal  by  most  com- 
panies to  insure  persons  over  the  age  of  sixty  unless  the 
policy  be  of  the  investment  type,  and  the  further  refusal 
to  issue  a  policy  if  any  person  other  than  the  insured  seeks 
to  effect  the  insurance  or  to  pay  the  premiums. 

A  man  under  proper  policy  conditions  cannot,  and 
would  not  if  he  could,  speculate  on  his  own  life,  and  there- 
fore, when  he  himself  furnishes  the  money  to  pay  the 
premiums  the  transaction  is  legitimate  at  any  age  and  free 
from  the  suspicion  of  speculation. 

2.  Repeated  mortality  investigations  have  established 
beyond  any  question  of  doubt  that,  when  the  speculative 
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and  moral  hazards  are  eliminated,  women  are  as  good 
risks  as  men,  if  not  better. 

While  there  are  still  companies  which  charge  women  an 
extra  premium  of  about  $5  per  $1000  insurance  yearly, 
most  of  the  companies  overcome  the  hazards  by  limiting 
the  beneficiaries  to  minor  children  and  dependents.  Such 
companies  have  had  a  satisfactory  experience  in  insuring 
women. 

3.  Twenty-four  years  ago  the  Commonwealth  of  Penn- 
sylvania enacted  a  law  requiring  a  copy  of  the  application, 
or  any  instrument  referred  to  in  the  policy  as  a  part  of  the 
contract,  to  be  attached.  Other  states  have  done  the  same. 
This  is  a  wise  and  proper  provision  and  is  being  carried 
out  voluntarily  by  many  companies  in  states  where  it  is 
not  required.  This  law  and  practice  are  the  outcome  of 
litigation.  In  cases  of  contest  claimants  frequently  have 
not  learned  until  coming  into  court  that  a  breach  of 
warranty  actually  existed.  It  is  true,  however,  that  no 
company  would  have  refused  claimants  a  copy  of  the 
application  prior  to  litigation;  and  it  is  also  true  that  the 
knowledge  of  the  contract  given  by  the  attached  copy  of 
the  application  does  not  deter  ambitious  attorneys  from 
attempting  to  enforce  payment  of  claim  even  in  case  of 
material  breach  of  warranty. 

4.  The  provision  in  all  policies,  that  they  shall  not 
become  binding  until  delivery  during  the  lifetime  and  good 
health  and  upon  actual  payment  of  premium,  has  become, 
under  the  methods  in  vogue,  an  absolute  necessity.  Courts 
have  even  held  that  in  the  event  of  a  change  in  the  physi- 
cal condition  of  the  applicant  between  the  date  of  appli- 
cation and  the  delivery  of  the  contract  the  warranty  is 
continuous,  and  that  it  is  the  duty  of  the  applicant  to  give 
notice  to  the  company  of  the  changed  conditions  before 
accepting  the  contract. 

Where  no  consideration  has  passed,  where  the  agent 
has  not  given  a  binding  receipt  to  put  the  policy  in  force 
as  soon  as  the  risk  is  accepted  by  the  company,  such  de- 
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cisions  as  referred  to  seem  just  and  right.  The  applicant 
for  insurance,  until  he  has  actually  made  payment  of  the 
premium,  is  in  a  position  to  temporize  and  procrastinate. 
He  often  does  so,  and  as  a  matter  of  justice  his  delay  should 
be  at  his  own  risk  and  not  at  that  of  policy-holders. 

5.  Restrictions  with  reference  to  occupations  have  been 
materially  modified  or  entirely  dispensed  with  during  the 
last  two  decades.  All  companies  at  the  inception  of  the 
contract  take  into  account  the  hazards  of  occupations  and 
impose  conditions  or  rates  to  cover  them,  but  it  is  so  rare 
for  men  to  change  from  less  to  more  hazardous  occupa- 
tions that  the  majority  of  the  companies,  especially  after 
the  first  policy  year,  have  removed  all  restrictions,  and  this 
is  particularly  true  under  deferred  dividend  policies. 

6.  It  has  often  been  said,  "In  time  of  peace  prepare 
for  war."  The  long  continued  peace  seems  to  have  im- 
pressed a  number  of  companies  with  the  idea  that  there 
is  no  need  of  being  prepared  for  war.  Such  companies 
have  removed  all  restrictions  with  reference  to  military 
and  naval  service.  In  the  statistics  of  war  hazards  there 
is  no  justification  for  doing  this.  In  the  late  Civil  War, 
as  well  as  in  European  wars  a  generation  or  more  ago, 
the  proportion  of  the  insured  to  the  general  population 
was  so  small  as  to  produce  no  serious  result  to  the  com- 
panies, even  if  they  had  no  policy  restrictions.  This 
condition  has  been  changed;  about  one-half  of  the  male 
population  is  now  carrying  insurance  of  some  kind.  In 
case  of  a  general  or  extensive  war  the  companies  without 
restrictions  might  be  wiped  out  of  existence  by  a  few 
battles.  Hence,  the  removal  of  all  restrictions  is  simply 
liberality  gone  mad.  The  people  who  insist  on  having 
a  "wide-open"  policy  should  realize  that  in  several  re- 
spects there  is  great  peril  and  danger  to  them  in  such  a 
policy. 

It  was  my  privilege,  in  the  capacity  of  consulting  actuary 
for  the  Army  Officers'  Association,  to  review  the  records 
of  the  United  States  War  Department,  from  the  institu- 
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tion  of  the  department  to  the  year  1893.  From  these 
records  tables  were  constructed  showing  the  war  hazards 
as  well  as  the  mortality  in  military  life.  As  a  result  I 
reached  the  conclusion  that  a  company  which  entirely 
eliminates  restrictions  in  time  of  war  is  recreant  to  its 
trust. 

The  clause  in  the  policies  with  reference  to  military 
and  naval  service  in  time  of  war  has,  as  a  rule,  been  con- 
structed on  such  equitable  and  reasonable  lines  as  to 
render  it  unobjectionable.  A  clause  which  seems  to  me 
to  be  the  most  desirable  is  that  which  provides  for  the 
payment  of  an  extra  premium  and  a  permit,  and  in  the 
absence  of  the  same  provides  for  the  scaling  of  the  policy 
in  the  proportion  of  the  war  mortality  to  the  tables  upon 
which  the  premiums  are  based. 

It  is  quite  possible  that  with  the  increase  of  the  insured 
population,  in  lieu  of  subsequently  pensioning  the  widows 
of  deceased  soldiers,  on  declaring  war  the  government 
might  make  provision  for  the  payment  of  the  extra  war 
hazard  premiums  of  the  insured  who  enlist.  The  details 
of  such  a  scheme  could  be  worked  out  satisfactorily. 

7.  It  has  been  assumed  that  a  sane  person  will  not 
commit  suicide,  and  that  therefore  it  should  not  be  made 
a  defense  to  a  claim  under  the  terms  of  the  policy.  This 
assumption  has  again  and  again  been  demonstrated  to  be 
a  fallacy.  While  a  certain  proportion  of  suicides  are  no 
doubt  irresponsible,  the  great  majority  are  rational  and 
thoroughly  conscious  of  what  they  are  doing.  The  proof 
of  this  lies  in  the  statistical  fact  that  companies  and  so- 
cieties which  have  no  suicide  clause  in  the  first  few  policy 
years  have  had  from  three  to  fivefold  greater  percentages 
of  deaths  by  suicide  than  they  have  had  in  subsequent  years. 
It  is  true  that  the  deaths  have  not  always  been  designated 
as  suicidal,  but  the  remarkable  fact  remains  that  the  so- 
called  accidental  deaths  have  been  much  greater  in  the 
first  than  in  subsequent  policy  years.  If  this  is  not  due 
to  a  conscious  selection  against  the  companies,  then  how 
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else  can  it  be  accounted  for?  Again,  some  of  the  fraternal 
societies  which  have  had  no  suicide  provision,  by  adopting 
such  a  clause  materially  reduced  the  per  cent,  of  suicides. 

It  is  exceedingly  difficult,  in  cases  where  suicide  is  sus- 
pected, to  get  the  true  cause  of  death  properly  stated  in 
the  proofs  of  loss  and  claim.  Suicide  at  once  becomes  a 
sort  of  stigma  upon  the  immediate  family,  and  because  of 
this  and  because  a  frank  and  honest  admission  might 
defeat  the  recovery  of  insurance,  every  means  is  resorted 
to  to  conceal  the  true  cause  of  death. 

In  the  interest  of  good  morals  and  the  elevation  of  the 
human  race  every  policy  of  life  insurance  for  at  least  the 
first  two  years  should  impose  a  penalty  for  death  by 
suicide. 

8.  The  restrictions  with  reference  to  dueling  and  vio- 
lating law,  or  death  by  the  hand  of  justice,  have  either 
been  entirely  removed  or  so  modified  as  practically  to 
amount  to  nothing.  Happily,  dueling  is  now  regarded 
as  an  act  of  cowardice  instead  of  bravery,  and  it  is  so  sel- 
dom resorted  to  for  the  settlement  of  disputes  or  for  the 
defense  of  honor  as  to  make  its  elimination  from  the  life 
insurance  contract  entirely  practical.  There  is,  however, 
a  form  of  violation  of  law  which  has  become  quite  serious 
in  some  states,  and  for  which  no  remedy  has  been  found. 
I  refer  to  the  feuds  as  a  result  of  which  a  number  of  policy- 
holders have  been  murdered  in  cold  blood  at  the  expense 
of  other  policy-holders  who  had  no  part  in  the  feuds. 
Indeed,  there  are  sections  of  our  country  where  the  life 
companies  for  a  time  found  it  necessary  to  decline  to  do 
business.  Feuds  create  conditions  that  cannot  be  met 
by  policy  restrictions. 

9.  The  great  care  exercised  by  the  companies  generally 
in  the  selection  of  risks,  excluding  all  persons  of  question- 
able habits,  renders  a  policy  clause  against  intemperance 
practically  of  no  value.  This  is  why  a  large  proportion 
of  the  companies  have  no  provision  against  intemper- 
ance. 
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10.  The  improvement  in  sanitary  conditions  and  in  the 
means  of  travel  has  justified  the  companies  in  eliminating 
most  of  the  restrictions  upon  residence.  About  one-half 
of  the  companies  have  no  restrictions  whatever.  A  man 
can  take  out  a  policy  in  this  country  to-day,  pay  for  it, 
and  to-morrow  travel  to  and  reside  in  a  country  where 
the  mortality  is  admittedly  twofold.  I  fully  agree,  be- 
cause statistics  show  that  a  restriction  in  the  temperate 
zone  is  unnecessary,  but  I  can  find  no  justification  for 
allowing  persons  to  take  out  policies  in  the  temperate 
zone  at  regular  rates,  and  then  permitting  them  to  live  in 
the  fever-stricken  sections  of  the  tropics  without  requir- 
ing an  extra  premium.  No  argument  against  this  is  neces- 
sary beyond  the  statistics  of  our  American  companies 
which  do  business  in  the  tropics.  While  it  is  true  that 
they  collect  a  larger  premium,  it  is  also  true  that  about 
50  per  cent,  of  such  larger  current  premium  is  required  to 
pay  the  current  losses,  while  in  the  temperate  zone  about 
25  per  cent,  of  a  smaller  premium  is  sufficient.  Hence, 
conservatively  managed  companies  incorporate  some  policy 
restriction  which  will  neutralize  the  effect  of  residence  and 
travel  either  in  portions  of  the  tropics  or  in  portions  of 
the  frigid  zone. 

11.  The  public  sentiment  already  referred  to  as  due  to 
unfortunate  insurance  conditions  following  the  Civil  War 
is  responsible  for  a  division  of  opinion  among  the  life 
companies  with  regard  to  the  so-called  incontestable 
clause.  One  class  —  and  this  class  is  decidedly  in  the 
minority  —  favors  what  is  known  as  the  "open  door" 
policy,  which  in  effect  provides  that  after  the  policy  has 
been  issued  the  company  is  precluded  from  raising  any 
question  as  to  the  validity  of  the  contract.  This  class  of 
companies  must  of  necessity  employ  a  retinue  of  inspec- 
tors and  detectives  to  learn  all  about  the  character  of  the 
risk  before  a  policy  is  issued.  This  involves  a  large  ex- 
pense which  must  be  borne  by  the  existing  policy-holders. 

Another  class  of  companies  believes  that  every  appli- 
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cant  should  personally  become  responsible  for  the  truth 
of  his  own  statements  for  a  limited  time  —  usually  two 
years  —  without  entailing  on  the  other  policy-holders  the 
expense  incident  to  the  special  and  searching  investiga- 
tions necessary  in  case  a  policy  is  incontestable  from  date 
of  issue. 

There  are  not  only  common  law  questions,  but  questions 
of  public  policy  involved.  As  a  common  law  principle 
fraud  vitiates  contracts.  As  a  matter  of  public  policy,  no 
man  should  be  allowed  either  for  himself  or  his  dependents 
to  profit  by  his  own  fraud.  Hence,  96  per  cent,  of  the 
companies  do  not  issue  policies  incontestable  from  date 
of  issuance.  Instead  their  policies  become  incontestable 
usually  two  years  afterward.  This  gives  a  company  the 
opportunity,  in  the  regular  course  of  business,  of  verifying 
the  statements  upon  which  the  contract  is  based,  and  if  it 
finds  that  untrue  and  fraudulent  statements  have  been 
made,  and  the  insured  does  not  voluntarily  surrender  the 
policy  when  called  upon  to  do  so,  equity  proceedings  are 
usually  instituted  to  compel  its  surrender. 

The  courts  of  several  states  have  held  such  policies, 
after  the  lapse  of  the  contestable  period,  to  be  absolutely 
incontestable,  because  the  company  issuing  such  a  policy 
has  reserved  to  itself  a  period  of  time  to  investigate  and 
discover  any  false  or  fraudulent  statement  that  would 
vitiate  the  policy.  If  it  fails  to  investigate  and  discover, 
the  fault  is  its  own  and,  therefore,  it  cannot  avail  itself  of 
the  common  law  principle  which  obtains  in  case  the  policy 
is  made  incontestable  from  date  of  issuance,  viz.,  that 
fraud  vitiates  or  renders  null  and  void  all  contracts.  It 
may  therefore  be  contended,  with  considerable  force,  that 
the  few  companies  which  have  no  incontestable  clauses  are 
better  protected  against  fraud  than  those  which  do  have 
such  clauses.  On  the  other  hand,  if  the  fraud  is  of  such 
a  character  as  not  to  be  detected  within  two  years  it  can- 
not be  serious  and,  by  the  express  terms  of  the  contract, 
should  not  be  allowed  to  affect  it. 
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12  and  13.  The  feature  of  grace  in  the  payment  of 
premiums  had  its  origin  in  the  desire  of  the  companies  to 
do  all  they  could  within  the  limits  of  safety  to  avoid  lapses. 
Its  principal  effect  is  to  postpone  the  last  day  of  payment, 
or  the  final  due  date.  Therefore,  if  a  policy-holder,  instead 
of  using  the  days  of  grace  as  a  margin  to  avoid  lapse, 
should  get  into  his  mind  that  instead  of  the  final  day  of 
payment  being  March  1  it  is  March  30,  and  should  pro- 
crastinate accordingly  every  year,  he  would  lose  all  the 
benefits  of  the  feature. 

Reinstatement  should  not  be  simply  a  matter  of  grace, 
but  a  matter  of  right  under  the  contract,  upon  compliance 
with  reasonable  requirements  to  prevent  those  who  pur- 
posely lapse  their  policies  from  coming  back  into  the 
company  after  they  have  become  afflicted  with  disease. 

14,  15,  and  16.  The  non-forfeiture  and  dividend  pro- 
visions, as  also  those  covering  payment  of  claims,  are 
features  upon  which  there  is  such  a  degree  of  unanimity 
and  such  uniformity  of  practice  that  there  is  little  to  be 
said  beyond  what  will  be  disclosed  by  the  examination  of 
the  policies  of  any  reserve  company. 

In  a  general  way,  however,  I  will  say  that  cash  surrender 
values  are  not  only  liable  to  defeat  the  very  purpose  of 
protection  for  which  insurance  stands,  but  to  encourage 
selection  against  the  company;  and  that  the  non-forfeit- 
able  values,  through  competition,  have  become  liberal  to 
a  fault.  A  company  that  imposes  penalty  for  discontinu- 
ance will  best  serve  its  persisting  policy-holders. 

The  dividend  clauses,  whether  annual  or  deferred,  should 
be  explicit,  direct,  unequivocal,  and  enforcible.  A  con- 
tract that  does  not  clearly  and  distinctly  draw  the  line 
between  surplus  and  distributive  surplus,  and  that  with- 
out some  governing,  fundamental  principle  leaves  the 
rules  and  directors  of  the  company  in  the  future  to  deter- 
mine what  surplus  is  or  is  not  distributive,  is  objection- 
able. 

The  ideal  policy  stipulates  the  governing  principle  which 
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in  the  matter  of  distributing  profits  is  binding  both  upon 
the  insurer  and  the  insured. 

The  conditions1  mentioned  in  the  preceding  sections 
under  the  laws  as  they  existed  in  1905  are  referred  to  as 
not  having  been  handicapped  by  legal  restrictions,  and 
although  the  liberty  resulted  in  abuse,  the  public  derived 
benefit  from  the  great  variety  of  contracts  which  could 
have  been  possible  only  in  the  absence  of  statutory  policy 
provisions.  What  has  been  said  in  the  preceding  sections, 
therefore,  has  application  to  over  five  million  life  insurance 
contracts  in  existence.  Conditions,  however,  have  changed. 
In  the  year  1906,  the  legislature  of  the  State  of  New  York, 
following  a  legislative  investigation  into  the  methods  of 
a  few  life  insurance  companies  of  that  State,  enacted  vari- 
ous laws  intended  for  the  better  regulation  of  the  business 
of  life  insurance.  Among  such  laws  was  one  providing 
standard  forms  of  policies  to  be  used  by  the  companies  of 
that  State.  This  has  already  been  repealed.  In  its  place, 
however,  the  legislature  adopted  statutory  policy  provi- 
sions substantially  on  the  line  of  those  adopted  in  fifteen 
other  states  of  the  Union. 

Under  the  head  of  "Classification  of  Risks"  will  be 
found  the  classification  then  in  use  by  fifty-one  companies. 
The  management  of  these  companies  classified  according 
to  the  experience  of  the  companies  and  the  preconceived 
ideas  of  the  managers.  Such  classification  as  to  new  busi- 
ness has  been  largely  eliminated,  and  the  following  statu- 
tory provisions  substituted,  which  must  be  inserted  in  the 
policies : 

1  The  preceding  paper  on  policy  contracts  was  written  by  Mr.  Fouse 
in  1905.  The  upheaval  in  the  insurance  world  which  was  even  then 
taking  place  produced  so  many  changes  in  policy  contracts  that  Mr. 
Fouse  consented  to  add  the  following  pages  to  his  former  paper.  What 
appears  in  his  former  article  applies  to  so  many  existing  contracts, 
however,  that  students  of  insurance  cannot  afford  to  overlook  it. 
(Editor.) 
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1.  A  provision  that  premiums  shall  be  payable  in  a<V 
vance  at  the  home  office  of  the  company,  or  to  an  agent 
upon  delivery  of  a  receipt  signed  by  one  or  more  officers 
named  in  the  policy  and  countersigned  by  such  agent. 

2.  A  provision  for  a  grace  of  one  month  in  the  payment 
of  every  premium  after  the  first. 

3.  A  provision  that  the  policy  shall  be  incontestable 
after  two  years,  except  for  non-payment  of  premiums  and 
except  for  violation  of  the  conditions  of  the  policy  relating 
to  naval  and  military  service  in  time  of  war. 

4.  A  provision  that  the  policy  shall  contain  the  entire 
contract  and  that  all  statements  made  by  the  insured  shall 
be  deemed  representations  and  not  warranties,  and  no 
such  statement  shall  avoid  the  policy  unless  contained  in 
a  written  application,  a  copy  of  which  shall  be  attached  to 
the  policy  when  issued. 

5.  A  provision  that  if  the  age  of  the  insured  has  been 
misstated,  the  amount  payable  under  the  policy  shall  be 
such  as  the  premiums  paid  would  have  purchased  at  the 
correct  age. 

6.  A  provision  for  ascertainment  and  distribution  of 
surplus  annually  after  the  first  policy  year  (in  some  states 
after  third  or  fifth  policy  year),  and  that  the  owner  of  the 
policy  shall  have  the  right  each  year  to  elect  to  receive 
the  current  dividend  upon  the  policy  in  cash;  or  to  have 
it  applied  to  the  payment  of  premiums,  or  to  the  purchase 
of  paid-up  additions  to  the  policy;  or  to  be  left  to  accumu- 
late at  a  rate  of  interest  to  be  specified,  but  withdrawable 
at  any  anniversary  of  the  policy. 

7.  A  provision  that  the  owner  of  the  policy  may  at  any 
time  after  three  years  borrow  on  the  sole  security  of  the 
policy  a  sum  equal  to  the  reserve  upon  the  policy  at  the 
end  of  the  current  policy  year  and  any  dividend  additions 
thereto,  less  any  indebtedness  on  the  policy  and  interest 
in  advance  to  the  end  of  the  current  policy  year,  and  that 
failure  to  repay  such  loan  or  to  pay  interest  thereon  shall 
not  avoid  the  policy  unless  the  total  indebtedness  thereon 
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shall  equal  or  exceed  the  loan  value  at  the  time  of  such 
failure. 

8.  A  provision  whereby,  in  the  event  of  default  in  pre- 
mium payments  after  three  years,  the  owner  of  the  policy 
shall  be  entitled  to  extended  or  paid-up  insurance,  the  net 
value  of  which  shall  be  at  least  equal  to  the  entire  reserve 
upon  the  policy  and  any  dividend  additions  thereto  at 
date  of  default,  less  a  sum  not  exceeding  2£  per  cent,  of 
the  amount  insured  by  the  policy  and  any  dividend  ad- 
ditions thereto,  and  less  any  existing  indebtedness  to  the 
company  on  the  policy;  also  that  the  policy  in  such  event 
may  be  surrendered  for  a  specified  cash  value  at  least  equal 
to  the  value  of  such  extended  or  paid-up  insurance. 

9.  A  table  showing  in  figures  the  loan  value  and  options 
upon  default  in  premium  payments. 

10.  A  provision  for  reinstatement  of  the  policy  within 
three  years  after  default  in  premium  payments  upon  fur- 
nishing evidence  of  insurability  satisfactory  to  the  com- 
pany and  payment  of  arrears  of  premiums. 

11.  A  provision  that  when  the  policy  shall  become  a 
claim  by  the  death  of  the  insured,  settlement  shall  be  made 
not  later  than  two  months  after  receipt  of  due  proof  of 
death. 

12.  A  table  showing  the  number  and  amount  of  instal- 
ments in  which  the  proceeds  of  the  policy  may  be  pay- 
able. 

13.  A  title  on  the  face  and  on  the  back  of  the  policy 
correctly  describing  the  policy. 

In  addition  to  the  statutory  provisions  as  to  what 
clauses  the  policy  shall  contain  there  have  also  been  enacted 
laws  prohibiting  any  of  the  following  provisions : 

1.  A  provision  for  forfeiture  of  the  policy  for  failure 
to  repay  any  loan  thereon  or  interest  on  such  loan  while 
the  total  indebtedness  on  the  policy  is  less  than  the  loan 
value  thereof. 

2.  A  provision  limiting  the  time  within  which  any 
action  at  law  or  in  equity  may  be  commenced  to  less  than 
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a  specified  period,  varying  from  one  to  five  years  in  differ- 
ent states. 

3.  A  provision  whereby  the  policy  would  provide  for  a 
premium  rate  at  any  age  younger  than  age  at  date  of  appli- 
cation. 

4.  Any  provision  for  any  mode  of  settlement  at  maturity 
of  less  value  than  the  amount  insured,  stated  on  the  face 
of  the  policy,  plus  dividend  additions,  if  any,  less  any 
indebtedness  to  the  company. 

The  objections  to  statutory  provisions  are: 

(a)  They  prevent  development  and  improvement  in 
life  insurance  in  accord  with  the  experience  and  progress 
of  the  age. 

(b)  The  officials  of  every  sovereign  state,  in  obedience 
to  the  law  of  such  state,  are  not  always  amenable  to  comity 
and,  therefore,  exact  requirements  that  impose  upon  the 
companies  and  consequently  upon  the  policy-holders  ex- 
cessive burdens  that  do  not  benefit  the  business  and  are 
in  fact  detrimental  to  it. 

(c)  In  the  absence  of  national  supervision  of  insurance, 
standard  policies  and  standard  provisions  are  not  practical, 
and  sooner  or  later  will  be  repealed,  or  national  super- 
vision will  be  adopted.  Even  though  a  reasonable  degree 
of  uniformity  may  be  secured  at  one  sitting  of  the  legis- 
lature, at  the  next  sitting  it  may  be  undone,  and  chaos 
and  lack  of  harmony  with  other  states  created. 

The  advantages  to  be  gained  by  the  statutory  policy 
provisions  are : 

(a)  A  greater  degree  of  uniformity  in  contracts  and 
less  difficulty  and  expense  on  the  part  of  the  insured  in 
interpreting  contracts.  This  is  evidenced  by  an  examina- 
tion of  the  classification  of  the  restrictions  of  fifty-one 
companies  as  represented  above,  as  compared  with  the 
restrictions  and  provisions  set  forth  in  this  section. 

(b)  A  careful  examination  will  show  that  the  provisions 
and  policy  conditions  which  obtained  in  the  contracts  of 
a  majority  of  the  fifty-one  companies  referred  to  above 
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have  been  incorporated  in  the  statutory  provisions, 
and  they  are,  therefore,  in  keeping  with  the  best  practice 
among  the  better  class  of  companies.  To  this  extent  the 
enactment  of  the  statutory  provisions  has  been  beneficial, 
and,  upon  the  whole,  will  serve,  educationally,  a  good 
purpose,  even  though  such  provisions  should  not,  in  the 
absence  of  national  supervision,  become  a  permanent 
feature  of  life  insurance.  ' 


CHAPTER  XIX 

POLICY  CONDITIONS1 

It  is  one  of  the  characteristics  of  the  American  that 
when  he  takes  up  a  fresh  line  of  research  or  a  new  pursuit 
he  is  prone  to  concentrate  his  energies  upon  the  particular 
subject  which  happens  to  engage  his  attention  until  he 
has  exhausted  its  every  useful  possibility  or  developed  it 
to  such  an  extent  that  it  seems  incapable  of  further  im- 
provement. It  is  to  this  national  characteristic  that  we 
owe  much  of  our  success  as  a  people  in  practical  pursuits, 
invention,  commerce,  and  war.  For  the  past  ten  years  the 
architects  of  life  insurance  have  been  exhibiting  this 
national  characteristic  in  the  development  of  special  fea- 
tures in  policy  contracts.  To  such  an  extent  has  this  tend- 
ency been  carried  that  the  good  old-fashioned  forms  of 
life  and  endowment  policies  appear  to  be  struggling  for 
an  existence  amidst  a  mass  of  consols,  debentures,  bonds, 
and  income  policies. 

These  new  forms  of  policies  are  generally  produced  by 
combining  with  the  simpler  forms  of  life  and  endowment 
policies  a  deferred  annuity  element  guaranteeing  to  the 
insured  after  a  specified  period  of  years,  or  to  a  beneficiary 
on  the  death  of  the  insured,  an  attractive  income  — 
usually,  but  improperly,  called  interest  —  upon  the  prin- 
cipal sum  of  the  policy.  In  some  instances  an  attempt  is 
made  to  enhance  the  value  of  the  policy  by  paying  the  in- 
come through  a  trust  company  or  by  attaching  negotiable 

1  By  John  B.  Lunger.  Reprinted  from  pages  178-211  of  "Insurance, 
a  Text-Book/'  1898. 
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coupons  to  the  policy.  While  the  spirit  of  life  insurance 
is  keenly  in  sympathy  with  features  intended  to  provide 
for  old  age  or  to  guard  the  final  effectiveness  of  the  pro- 
ceeds of  a  policy,  care  should  be  exercised  in  drafting 
contracts  intended  to  subserve  such  excellent  purposes  to 
include  only  such  benefits  as  are  within  the  legitimate  scope 
of  the  business.  If  an  income  (interest)  is  to  be  paid  after 
the  maturity  of  the  policy,  the  rate  assumed  should  be 
kept  within  the  rate  which  the  company  makes  use  of  in 
computing  its  policy  liabilities,  and  the  payments  should 
be  made  .direct  to  the  insured  or  to  the  beneficiary.  If 
the  rate  is  made  to  appear  larger  than  can  be  earned  on 
a  safe  investment,  or  the  deferred  annuity  element  is 
merely  a  subterfuge  to  secure  an  extra  loading  on  the 
premium,  the  policy  is  liable  to  become  an  instrument  of 
deception. 

The  expediency  of  issuing  policies  with  negotiable  in- 
terest coupons  is  seriously  open  to  question.  It  should 
always  be  borne  in  mind  that  the  function  of  life  insurance 
is  to  protect  the  family  and  to  provide  for  adversity  or 
old  age;  not  to  furnish  securities  to  be  bought  and  sold 
in  the  open  market  or  passed  from  hand  to  hand,  like  rail- 
road stocks  or  bonds.  It  is  to  be  hoped  that  this  par- 
ticular feature  will  soon  be  numbered  among  the  things 
of  the  past. 

We  might  properly  take  exception  to  certain  other  of 
these  basal  features,  but  in  the  main  the  tendency  has  been 
in  the  right  direction,  and  out  of  the  many  innovations, 
advantages  will  accrue  which  will  prove  of  lasting  benefit 
to  the  business. 

There  are  no  statistics  upon  which  to  base  an  estimate 
of  the  losses  incurred  through  unwise  investment  of  the 
sums  paid  to  beneficiaries  as  death  claims,  but  when  one 
observes  how  very  few  have  solved  the  problem  of  invest- 
ing even  small  sums  beyond  risk  of  loss,  it  is  not  surprising 
that  the  officers  of  life  insurance  companies  should  feel 
great  concern  regarding  the  preservation  of  the  sums  paid 
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to  beneficiaries,  especially  when  it  is  considered  that  such 
payments  often  constitute  the  only  provision  which  the 
insured  has  been  able  to  make  for  those  dependent  upon 
him.  We  should  welcome,  therefore,  any  feature  which 
will  protect  the  insurance  after  the  death  of  the  policy- 
holder and  serve  to  safeguard  the  purposes  for  which  the 
insurance  was  taken.  The  plan  of  paying  policy  moneys 
in  instalments  is  so  in  keeping  with  this  thought  that  it 
is  worthy  of  special  mention  and  commendation.  There 
are  two  ways  in  which  instalment  policies  are  made  pay- 
able. The  first  form  limits  the  payments  to  a  specified 
period  of  years,  generally  ten,  fifteen  or  twenty,  and  the 
second  form,  which  is  by  far  the  more  preferable,  provides 
for  at  least  twenty  annual  payments,  and  if  the  beneficiary 
is  living  at  the  end  of  this  period,  the  payments  are  con- 
tinued during  the  remainder  of  life.  This  latter  method 
of  payment  is  embodied  in  what  is  known  as  the  continu- 
ous instalment  policy,  and  when  that  policy  is  so  drawn 
that  the  instalments  cannot  be  assigned  or  commuted  dur- 
ing the  life  of  the  beneficiary,  it  constitutes  to  my  mind 
the  ideal  form  of  protective  life  insurance. 

One  of  the  prominent  companies  safeguards  its  insurance 
in  another  way.  It  will,  at  the  request  of  the  insured, 
attach  to  its  policy  a  certificate,  in  which  the  insured  may 
define  his  wishes  as  to  the  disposition  of  his  policy.  Gen- 
erally a  beneficiary  is  named  to  whom  a  stated  income  is 
paid  as  long  as  the  proceeds  of  the  policy  will  permit. 
Interest  is  allowed  upon  the  fund  remaining  in  the  hands 
of  the  company,  at  a  rate  of  about  J  of  1  per  cent,  less  than 
the  rate  the  company  earns  upon  its  investments.  The 
proceeds  of  a  policy  to  which  this  certificate  is  attached 
become  a  trust  fund  which  is  administered  strictly  in  accord- 
ance with  the  wishes  of  the  person  by  whom  the  trust  was 
established.  The  payments  made  are  free  from  taxation 
and  all  other  charges. 

I  would  venture  to  predict,  as  one  of  the  outcomes  of 
the  present  tendency  amongst  men  of  wealth  to  place  their 
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estates  in  trust,  that  a  considerable  number  of  the  policies 
written  in  the  future  for  large  amounts  will  include  either 
the  instalment  or  the  trust  features  which  have  just  been 
described. 

Among  the  special  features  wisely  developed  in  recent 
years  under  the  non-forfeiting  tontine  or  accumulation 
policy  is  the  privilege  given  the  insured  of  making  a  choice 
among  various  methods  of  settlement  at  the  end  of  the  first 
dividend .  period.  This  feature  has  added  greatly  to  the 
popularity  of  the  form  of  insurance  mentioned.  The 
insured  is  no  longer  confined  to  one  of  two  alternatives: 
(a)  remain  in  the  company  and  take  insurance,  (6)  get 
out  and  take  cash  (often  with  a  large  discount) ;  nor  is  he 
obliged  to  decide  at  the  inception  of  his  insurance  what 
disposition  he  will  make  of  his  policy  at  the  end  of  the  first 
dividend  period.  At  least  three  options  are  always  given, 
namely,  the  privilege  of  withdrawing  in  cash  the  entire 
proceeds  of  the  policy,  consisting  of  the  reserve  and  the 
accumulated  dividend;  or  of  applying  the  proceeds  to  pur- 
chase paid-up  insurance  at  net  rates;  or  to  purchase  an 
annuity.  When  the  form  of  insurance  permits,  these 
three  options  are  supplemented  by  others,  which  consist 
of  combinations  of  cash  and  insurance,  insurance  and  an 
annuity,  annuity  and  cash,  and  so  on;  the  options  as  a 
whole  being  so  comprehensive  that  at  the  end  of  the  divi- 
dend period  the  insured  may  adjust  his  policy  to  suit  his 
then  condition  of  life. 

The  practice  of  writing  surrender  values  in  dollars  and 
cents  in  the  policy,  instead  of  merely  giving  the  rule  by 
which  such  values  will  be  calculated,  is  helping  to  dissi- 
pate the  idea  that  life  insurance  contracts  are  full  of  tech- 
nicalities and  pitfalls.  It  is  to  be  regretted  that  some  of 
our  leading  companies  hesitate  to  adopt  this  practice,  and 
for  no  other  reason,  apparently,  than  that  it  increases  the 
liability  to  error  in  writing  the  policy,  and  puts  them  to  a 
slight  extra  expense.  Errors  can  be  avoided  by  the  proper 
checks,  and  the  expense  will  be  met  many  times  over  by 
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the  diminution  in  lapses,  which  is  the  invariable  result  of 
a  clear  and  liberal  policy.  So  far  as  I  am  informed,  the 
first  serious  mistake  in  writing  these  tables  has  yet  to  occur. 
It  is  to  be  hoped  that  this  feature  will  extend  until  all  life 
insurance  policies  are  so  explicit  that  inability  to  read 
will  be  the  only  excuse  that  can  be  given  for  a  failure  to 
comprehend  them  in  all  their  details. 

The  embodiment  of  cash  loan  privileges  in  policy  con- 
tracts may  be  regarded  as  one  of  the  most  important  new 
features  in  life  insurance.  The  right  of  the  insured  to  an 
equity  in  the  reserve  on  his  policy  finds,  in  my  judgment, 
its  best  recognition  in  the  granting  of  loans  at  stated  times 
upon  reasonable  terms  and  conditions.  How  often  is  it 
noticed  that  when  the  holder  of  a  policy  finds  himself  in 
trouble  he  hastens  to  apply  for  the  cash  value  of  his  policy, 
although  it  is  evident  that  at  such  a  time  life  insurance  is 
an  urgent  necessity  and  should  not  be  abandoned  without 
careful  consideration.  How  much  better  for  all  concerned 
if  the  desired  relief  can  be  gained  without  the  entire  sacri- 
fice of  that  which,  in  the  event  of  death  of  the  insured, 
may  stand  between  those  depending  upon  him  and  penury. 
The  officers  of  companies  granting  cash  loans  will  undoubt- 
edly certify  that  in  the  panicky  times  of  1893-94  the  relief 
given  through  loans  on  policies  saved  many  thousands  of 
policy-holders  from  serious  financial  trouble,  while  enabling 
them  to  continue  the  much  needed  insurance,  and  those 
benefited  on  their  part  will,  no  doubt,  gladly  testify  to 
their  appreciation  of  a  plan  which  confers  such  important 
and  timely  advantages.  In  granting  cash  loans  it  is  the 
practice  in  some  companies  to  allow  the  loan  upon  applica- 
tion, without  regard  to  the  continuance  of  the  payment 
of  the  premium  on  the  policy.  This  practice  is  open  to 
some  of  the  objections  that  may  be  urged  against  cash 
surrender  values.  It  is  better  to  require  that  the  premium 
for  the  ensuing  insurance  year  shall  be  paid  in  advance, 
basing  the  loan  upon  the  reserve  in  that  year.  By  this 
plan  the  insured  always  secures  a  year,  at  least,  in  which 
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to  free  himself  from  his  financial  difficulties  and  to  make 
provision  for  the  payment  of  the  ensuing  premium  on  his 
policy. 

The  premium  lien  note  is  but  a  modified  form  of  the  cash 
loan,  and  its  use  is  to  be  encouraged  when  the  financial 
difficulties  of  the  insured  affect  only  his  power  of  paying 
his  current  premium.  These  notes  are  commonly  drawn 
as  a  permanent  lien  on  the  policy,  payable  at  the  conven- 
ience of  the  insured.  This  convenient  time,  as  is  the  case 
with  most  matters  relating  to  life  insurance  when  left  to 
the  discretion  of  the  insured,  is  apt  seldom  to  arrive,  and 
the  notes,  therefore,  generally  become  a  permanent  in- 
cumbrance on  the  policy.  It  has  often  occurred  to  me 
that  if  these  notes  could  be  drawn  after  the  style  of  an 
ordinary  note  of  hand,  and  made  payable  at  the  end  of  a 
stated  period  at  a  national  bank,  that  a  large  percentage 
of  them  would  be  paid  in  cash.  In  event  of  non-payment 
they  could  be  renewed  for  a  further  period,  provided  the 
policy  was  continued  in  force. 

Among  the  new  features  introduced  during  the  five 
years  succeeding  the  Civil  War  was  the  first  use  of  the 
return-premium  idea  in  this  country.  Later  it  came  into 
much  wider  use,  and  at  the  present  time  a  considerable  frac- 
tion of  the  life  insurance  contracts  issued  are  in  effect 
increasing  insurances  during  the  first  twenty  years  of 
their  existence,  the  annual  increase  being  equal  to  the 
premium  or  to  some  proportion  thereof.  This  appendix 
to  the  original  contract  has,  in  many  cases,  been  the  source 
of  intense  gratification  to  the  heirs  of  the  insured.  It  was 
Carlyle  who  pointed  out  that  the  mental  satisfaction  de- 
rived from  any  newly  received  possession  depends  on  the 
ratio  of  what  we  receive  to  what  we  expected  to  receive. 
How  often  has  it  happened,  in  the  settlement  of  death 
claims  of  policies  which  carried  no  return-premium  attach- 
ment, that  the  deduction  of  unpaid  fractional  premiums 
from  the  understood  amount,  or  in  more  serious  measure 
of  loans  which  the  insured  had  obtained  against  the  policy, 
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has  left  the  net  result  in  the  minds  of  the  beneficiaries 
one  of  discontent,  and  how  much  more  agreeable  to  all 
concerned  are  such  settlements  when  that  little  return- 
premium  attachment  has  provided  the  extra  amount 
which  covers  all  the  company's  claims  against  the  insurance, 
and  still  leaves  to  the  heirs  some  excess  over  the  nominal 
face  of  the  policy. 

Our  business  has  sometimes  been  referred  to  as  one  of 
risks,  chiefly  of  death.  Those  who  are  familiar  with  the 
statistics  know  that  so  long  as  medical  directors  are 
restricted  in  their  selection  of  lives  by  present  rules  and 
traditions,  the  "risk  of  death"  may  be  forecast  to  an  al- 
most absolute  certainty,  and  that  the  resulting  deaths  will 
be  well  within  the  tabular  limits.  The  stringent  selection 
of  risks  is  chiefly  due,  in  my  opinion,  to  the  pressure  put 
upon  the  companies  to  pay  large  dividends.  When  this 
pressure  is  reduced,  and  the  payment  of  dividends  becomes, 
as  it  should  be,  a  subsidiary  feature  of  life  insurance,  the 
ratio  of  mortality  will  be  somewhat  nearer  the  tabular 
expectation,  and  there  will  have  been  a  great  addition  to 
the  usefulness  of  the  business.  In  the  meantime,  many 
worthy  applicants  and  their  families  must  suffer  because % 
existing  conditions  demand  low  mortality  ratios. 

Until  mortality  becomes  a  more  elastic  factor,  any  plan 
which  will  give  insurance  to  an  under-average  risk  ought 
to  be  as  welcome  to  the  business  as  a  breath  of  cool  air 
to  a  fevered  patient.  Policies  on  under-average  lives  have 
been  issued  in  England  for  many  years,  but  the  business 
has  never  assumed  large  proportions.  Several  small  com- 
panies have  been  formed  in  this  country  for  the  purpose 
of  making  a  specialty  of  this  class  of  business,  but  those 
which  have  not  failed  have  either  drifted  into  regular  chan- 
nels or  are  still  in  the  experimental  stage.  It  is  only  re- 
cently that  one  of  the  prominent  American  companies  has 
entered  this  very  promising  field.  That  company  several 
years  ago  formed  a  special  department  for  the  collection 
of  data  pertaining  to  its  declined  risks.    The  information 


284  YALE  READINGS  IN  INSURANCE 

obtained  was  classified  and  special  mortality  tables  were 
then  computed  upon  which  that  company  is  now  issuing 
policies  subject  to  liens  or  extra  premium,  or  both,  to  a 
large  percentage  of  applicants  who,  under  former  conditions, 
would  have  been  declined.  Of  all  the  new  features  in  our 
business,  this  one  is  capable  of  the  largest  development 
and  offers  the  best  field  for  investigation  and  study.  Life 
insurance  should  be  a  broad  business  of  underwriting  any 
reasonable  contingency  of  life  or  death. 

The  practice  of  paying  claims  promptly,  and  of  guaran- 
teeing this  in  the  policy,  has  blown  away  one  of  the  clouds 
that  formerly  cast  its  shadow  over  life  insurance,  and  may 
be  fittingly  referred  to  as  a  special  feature.  It  is  neither 
delicate  nor  prudent  to  force  money  on  a  beneficiary  at  a 
time  when  her  mind  is  distracted  by  grief,  but  as  soon  as 
proofs  of  death  are  made  out,  both  good  taste  and  judg- 
ment dictate  that  payment  of  the  claim  should  not  be 
delayed.  "Pay  all  debts  promptly,"  is  as  good  a  maxim 
to  follow  in  life  insurance  as  in  our  private  affairs. 

There  are  a  number  of  new  features  of  minor  importance 
in  ordinary  insurance  that  I  might  refer  to  if  so  disposed, 
but  none  of  them  seem  to  call  for  special  comment  beyond 
that  they,  together  with  the  more  important  special  fea- 
tures, the  elimination  of  technical  and  objectionable  con- 
ditions and  the  increase  in  surrender  values,  have  aided 
to  produce  the  policy  of  to-day,  with  its  freedom  from 
restrictions,  its  brevity,  its  clearness  of  statement,  and  its 
remarkable  adaptability  to  every  reasonable  contingency. 

The  fact  that  most  life  insurance  companies  are  con- 
ducted on  the  mutual  plan  under  which  all  profits  revert 
to  the  insured,  and  the  desire  of  the  insured  to  secure  the 
largest  possible  returns  for  the  premiums  paid,  combine  to 
make  dividends  and  the  methods  of  their  distribution  a 
subject  of  great  importance;  but  it  does  not  necessarily 
follow  that  so  much  stress  should  be  laid  on  these  features 
of  the  business  as  to  lead  one  not  familiar  with  life  insur- 
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ance  to  think  that  payment  of  dividends  is  the  chief  object 
of  the  business.  More  circulars  were  woven  around,  and 
more  arguments  based  upon,  the  $18,000,000  of  dividends 
that  the  companies  paid  out  last  year  than  upon  the 
$80,000,000  that  were  distributed  in  death  claims  and 
endowments.  Agents,  in  soliciting,  fall  into  the  same  error, 
and  discourse  more  eloquently  upon  the  dividend  which 
a  particular  policy  will  pay  than  upon  all  its  other  bene- 
fits combined;  and  when  two  agents  meet  in  competition, 
one  representing  a  semi-tontine  company  and  the  other 
an  annual  dividend  company,  many  of  the  intrinsic  merits 
of  life  insurance  are  lost  sight  of  in  the  smoke  that  arises 
from  the  fiery  arguments  for  and  against  these  two  methods 
of  paying  dividends. 

The  inclination  to  mold  the  policy  contract  to  the  vary- 
ing conditions  of  life  has  not  been  confined  to  the  benefits 
secured  by  persistency,  but  is  observable  also  in  the  develop- 
ment of  plans  whereby  the  rights  of  the  policy-holder  in 
case  of  the  surrender  of  his  policy  are  recognized.  Sur- 
render values  were  first  allowed  in  the  form  of  paid-up 
insurance.  Subsequently  cash  surrender  values  were 
introduced,  and  more  recently  extended  insurance  has 
become  a  feature  in  policy  contracts  of  several  companies. 
At  the  present  time  the  policies  of  a  large  number  of  the 
companies  provide,  in  case  of  surrender,  for  a  choice  between 
paid-up  insurance  and  extended  insurance,  or  between 
cash  and  paid-up  insurance,  while  the  policies  of  several 
companies  offer  either  cash,  paid-up  insurance,  or  extended 
insurance.  Only  two  or  three  companies  offer  paid-up 
insurance  alone,  and  it  is  but  a  question  of  time  when  these 
companies  will  yield  to  the  pressure  of  the  general  prac- 
tice. Each  of  the  allowances  made  in  case  of  surrender  is 
computed  on  such  a  liberal  basis  that  it  would  seem  that 
the  vexatious  question  of  the  proper  charge  or  fine  in  case 
of  surrender  is  being  settled  by  requiring  none  at  all.  It 
is  gratifying  to  find  that  this  liberality  has  not  encouraged 


286  YALE  READINGS  IN  INSURANCE 

surrenders,  but  has  been  rewarded  by  an  increase  in  the 
tenure  of  life  of  the  policy.  In  fact,  we  are  led  to  the  pleas- 
ant conclusion  that  the  owner  of  a  policy  containing  liberal 
and  valuable  benefits  is  as  slow  to  part  with  it  as  he  would 
be  to  sell  any  other  valuable  and  profitable  security. 

As  surrender  values  will  be  discussed  analytically  and 
at  length  in  other  papers  to  be  presented  to  this  Conven- 
tion, I  shall  limit  this  section  of  my  paper  to  a  few  brief 
remarks  on  the  advantages  or  disadvantages  of  the  three 
non-forfeiture  benefits  mentioned. 

The  especial  applicability  of  either  of  these  benefits 
can  only  be  determined  by  a  knowledge  of  the  condition 
of  the  policy-holder  at  the  time  of  surrender,  taken  with 
the  standing  of  the  policy.  In  the  case  of  a  policy  which 
has  acquired  considerable  value,  it  is  advisable  in  the 
majority  of  cases  for  the  policy-holder  to  take  paid-up 
insurance,  especially  if  he  is  well  along  in  years  and  his 
income  is  uncertain  or  is  growing  less  as  time  goes  by. 
Paid-up  insurance  does  not  entail  any  obligation  or  impose 
any  burden,  nor  is  it  brought  to  a  close  except  by  death 
or  surrender.  It  is  a  security  which  can  be  filed  away  with 
the  certainty  that  when  it  matures  it  will  realize  every 
dollar  which  it  represents.  Extended  insurance,  on  the 
other  hand,  is  the  more  advantageous  benefit  for  those  to 
take  who  are  unable  to  pay  their  premiums,  but  who  feel 
the  need  of  a  maximum  of  insurance,  and  expect  within 
a  reasonable  time  to  be  able  to  reinstate  their  contracts 
or  to  take  new  insurance.  Extended  insurance  is  generally 
granted  without  application;  in  other  words,  it  is  given 
automatically,  thus  protecting  the  policy  in  case  the  pay- 
ment of  the  premium  is  overlooked  during  sickness  or 
absence  from  home.  Automatic  extensions  have  this  par- 
ticular value  —  that  no  one  is  deprived  of  the  equity  in 
his  policy  through  any  technicality  or  through  indifference 
or  ignorance  as  to  its  value. 

To  my  mind,  in  every  policy  issued,  either  paid-up  or 
extended  insurance  should  be  made  "automatic/'  and  the 
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companies  should  not  rest  content  with  merely  granting 
this  privilege,  but  should,  in  event  of  lapse,  wait  a  reason- 
able time  for  the  insured  to  apply  for  a  surrender  value, 
but  if  he  does  not  appear  within  this  time  he  should  be 
followed  up  and  a  statement  placed  in  his  hands  giving  the 
value  of  the  benefit  to  which  he  is  entitled. 

The  arguments  which  I  have  advanced  in  favor  of  making 
provision  in  the  policy  for  every  emergency  of  life  point 
to  the  advisability  of  granting  liberal  cash  values  after 
the  necessity  of  protection  may  have  passed  away  and  pro- 
vision for  self  may  have  become  the  first  consideration,  or 
after  the  policy  has  been  in  force  for  the  period  for  which 
in  the  first  instance  it  was  advisedly  taken  out.  While 
the  propriety  of  allowing  cash  surrender  values  for  the  pur- 
pose which  I  have  defined  is  apparent,  there  is  little  to 
justify  the  guarantee  of  annual  cash  surrender  values  in  the 
early  years  of  a  policy,  unless  it  is  that  we  must  take  a  very 
cold-blooded  view  of  our  business,  and  say  that  an  equity 
in  the  reserve  on  the  policy  belongs  to  the  insured,  and 
that  he  should  have  the  right  to  do  as  he  pleases  with  this 
equity.  I  would  contend  that  the  insured  having  advisedly 
entered  into  a  compact  with  the  company  to  provide  cer- 
tain benefits  for  his  family  and  for  himself,  such  compact 
imposes  on  the  company  the  obligation  to  protect  the 
insured  from  a  hasty  or  perhaps  a  foolish  step  that  may 
defeat  the  good  object  he  had  in  mind  when  he  entered 
upon  the  contract. 

A  man  is  not  likely  to  apply  for  a  cash  surrender  value 
in  the  early  years  of  a  policy  unless  he  has,  through  igno- 
rance or  prejudice,  become  dissatisfied  with  the  company 
in  which  he  is  insured,  or  unless  he  is  in  such  a  tight  place 
financially  that  he  must  secure  cash  at  all  hazards.  A 
man  who  demands  cash  for  the  reason  first  given  is  en- 
titled only  to  the  same  consideration  that  we  would  give 
to  any  impulsive  or  thoughtless  request.  In  the  case  of 
a  man  whose  affairs  are  so  badly  involved  that  he  is  obliged 
to  resort  to  his  policy  for  financial  help,  it  is  fair  to  assume 
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that,  by  reason  of  his  difficulties,  he  needs  life  insurance 
more  at  that  particular  time  than  at  any  other  period  in 
his  life.  It  seems  more  in  accordance  with  the  spirit  of 
life  insurance  to  give  him  the  desired  assistance  in  the 
form  of  a  loan  and  to  extend  with  it  the  opportunity  of 
continuing  the  life  insurance.  There  are  individual  cases, 
of  course,  the  circumstances  surrounding  which  call  for 
cash  surrender  values.  Such  cases  should  be  taken  up 
on  their  respective  merits,  but  it  does  not  follow,  because 
cash  values  can  with  propriety  be  allowed  in  certain  cases, 
that  the  interests  of  policy-holders  or  of  the  company 
require  that  they  shall  be  given  in  all  cases,  irrespective 
of  conditions. 

In  conclusion,  I  wish  to  express  a  thought  that  comes  to 
me  very  forcibly  as  I  write  these  lines.  It  is  that  the 
remarkable  improvements  and  changes  in  our  business  in 
the  past  few  years  are  influenced  by  motives  more  sincere 
and  subtle  than  would  be  dictated  by  mere  business  policy. 

Can  we  not  discover  in  them  evidence  of  a  growing 
sense  of  conviction  on  the  part  of  those  to  whom  the  ad- 
ministration of  our  companies  is  confided,  that  life  insur- 
ance is  a  trust  imposing  moral  as  well  as  literal  obligations 
which  must  be  observed  to  the  utmost  degree? 

We  may  not  claim  that  life  insurance  has  reached  a 
state  of  perfection,  but  we  may  assert  that  the  tendencies 
of  the  business  are  in  the  right  direction,  and  that  there 
are  forces  at  work  which  will  produce  further  and  bene- 
ficial transformations  as  time  goes  by. 


CHAPTER  XX 

SURRENDERS  AND  LOAN  PRIVILEGES1 

When  we  come  to  consider  the  matter  of  surrender 
values  from  the  point  of  view  of  mutuality,  we  meet  a 
situation  involving  opposing  elements.  The  company  has 
agreed  for  a  certain  premium  to  carry  the  policy  for  the 
lifetime  of  the  insured  or  for  a  definite  term  of  years,  and, 
the  premium  being  paid,  it  has  ordinarily  no  option  of 
discontinuance.  Its  calculations  rest,  and  must  rest,  on 
the  theory  of  the  continuance  both  of  its  risks  and  of  its 
premium  income  to  their  normal  term.  But  it  protects 
its  theory  by  no  contract  to  that  effect  from  the  insured. 
He  is  free  to  pay  or  stop  paying,  regardless  of  his  family's 
need  on  the  one  hand,  or  his  ability  on  the  other.  For 
some  reason  he  stops.  What  considerations  of  duty 
should  govern  the  company  in  its  treatment  of  the  case?  To 
whom  now  does  it  owe  duty;  and,  if  to  more  than  one 
person  or  group  of  persons,  upon  what  several  interests 
of  these  is  this  duty  grounded;  by  what  divergence  of 
these  interests  or  by  what  conflict  between  them  is  duty 
toward  one  or  the  other  of  them  controlled  or  modified; 
which  group  is  entitled  to  have  its  interests  first  con- 
sidered? 

There  can  be  no  question  that  the  company's  first  duty 
is  to  those  to  whom  it  remains  under  contract  obligation  — 
its  continuing  policy-holders.  It  is  first  to  consider  how 
they  are  affected  by  a  withdrawal  of  one  of  their  number; 

1By  Jacob  L.  Greene.  Reprinted  from  pages  167-178  of  "In- 
surance, a  Text-Book/'  1898. 
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how  the  sure  basis  of  its  operations,  the  solvency  of  its 
contracts,  and  the  future  cost  of  their  administration 
stand  affected.  The  elements  of  the  problem  are  definite; 
the  determination  of  their  weight,  the  measurement  of 
their  operative  force,  is  somewhat  a  matter  of  varying 
circumstances. 

The  effect  of  withdrawals  is  in  three  directions:  they 
reduce  numbers,  thus  narrowing  the  basis  for  averages, 
increasing  the  range  of  fluctuation,  intensifying  its  effect, 
and  prejudicing  steadiness  of  operation;  they  presumably 
take  out  not  only  unimpaired  lives,  but  the  best  lives,  at 
least  those  having  the  strongest  unconscious  instinct  of 
an  enduring  vitality;  while  this  may  not  be  and  is  not 
always  the  case  under  ordinary  conditions  inviting  con- 
tinued confidence,  it  would  be  unsafe  to  predicate  any 
treatment  of  them  upon  any  other  assumption  which  there 
is  no  after  opportunity  of  rectifying,  an  assumption  which 
would  be  realized  to  an  appalling  degree  under  conditions 
which  impaired  confidence  in  corporate  integrity;  and, 
thirdly,  surrenders  for  cash  interfere,  and  may  conceiv- 
ably very  seriously  interfere,  with  that  employment  of 
the  funds  of  the  membership  which  is  of  the  essence  of 
financial  stability  and  a  most  important  factor  in  the 
reduction  of  current  cost  to  continuing  members. 

On  the  other  hand,  it  is  to  be  borne  in  mind  that  in 
withdrawing  the  past  member  has  exercised  an  unfor- 
bidden power,  and  that  during  his  membership  he  has  not 
only  paid  the  current  cost  of  his  risk,  but  has  also  been 
making  annual  contributions  to  the  reserve  for  the  pur- 
pose of  protecting  the  company  against  the  future  of  his 
risk;  a  part  of  his  increasing  share  in  a  future  greater 
mortality  contributed  now  because  he  is  in  theory  expected 
to  remain  to  share  it  without  paying  a  correspondingly 
greater  future  premium.  Against  the  greater  future  risk 
on  his  life  as  age  increases  the  company  has  been  laying 
aside  each  year  a  compensating  «um  out  of  a  level  pre- 
mium.   And  now  that  future  risk  is  eliminated  by  his 
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termination  of  what  was,  at  his  option,  and  in  the  com- 
pany's anticipation,  a  lifelong  contract.  The  company  is 
relieved  of  all  liability  for  that  future  risk  against  which 
it  has  been  reserving  a  sum  from  each  premium  paid. 

The  question  now  is:  What  in  all-round  equity  — 
equity  to  him  who  has  relieved  the  company  of  further 
liability,  and  equity  to  his  associates  from  whom  he  has 
withdrawn  the  supporting  vital  and  financial  strength  of 
his  membership  —  shall  be  done  with  this  man?  How 
shall  these  dual  elements  of  a  situation  which  the  company 
has  left  it  in  his  power  to  create  be  held  in  just  and  true 
balance? 

In  general  terms,  the  answer  is  and  must  be:  do  that 
which  at  once  recognizes  fully  his  free  and  legitimate  right 
of  withdrawal  and  the  termination  of  the  liability,  but 
also  that  which  is  thoroughly  conservative  of  every  right 
interest  of  the  membership  from  which  he  has  withdrawn 
his  support,  of  every  interest,  that  is,  which  he,  while  a 
member,  had  in  common  with  the  rest. 

If  the  withdrawal  of  members  at  any  time,  at  discretion, 
did  not  affect  the  vital  basis  and  therefore  the  sureness 
and  steadiness  of  the  company's  operations,  and  did  not 
so  tend  to  introduce  violent  and  dangerous  fluctuations ;  and 
did  not  such  withdrawals  also  tend  to  disturb  and,  under 
clearly  probable  conditions,  to  disturb  very  seriously  those 
lines  of  financial  management  which  the  greatest  good  of 
the  whole  membership  necessarily  presupposes;  and  did 
not  the  duty  of  men  to  protect  their  families,  which  is  the 
whole  ground  and  aim  of  our  proffered  service  to  men  and 
the  reason  for  our  existence,  remain  always  the  paramount 
fact  and  our  primary  point  of  view,  and  the  one  which 
should  govern  our  treatment  of  every  detail,  and  which 
gives  to  us  the  same  plea  to  urge  upon  the  old  members 
for  his  continuance  that  we  use  in  soliciting  new  members, 
and  also  lays  upon  us  the  duty  to  do  what  we  justly  and 
fairly  can  to  see  that  tbflbe  families  which  have  been  once 
committed  to  our  care  and  sure  protection  are  not  lightly 
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and  easily  exposed  again  to  danger  through  any  practice  of 
ours,  there  would  be  no  problem  in  the  matter.  We  could 
freely  give  the  departing  member  everything  left  from 
his  past  transactions  with  us.  But  every  one  of  these 
propositions  must  be  taken  in  the  negative  and  taken 
seriously.  The  membership  is  the  company,  and  the  with- 
drawal of  members  narrows  the  basis  of  operation,  and 
thus  widens  the  range  and  intensity  of  fluctuation,  and  may 
be  carried  so  far  as  to  be  destructive  of  a  company's  integ- 
rity. The  company's  investments  are  of  funds  held  for 
a  future;  they  must  be  made  with  a  view  to  that  future, 
and  therefore  of  a  character  very  different  from  those 
adapted  to  meet  sudden  and  uncertain  demands  for  which 
instantly  and  certainly  available  resources  must  be  always 
in  readiness.  The  scheme  of  life  insurance  proposes  that 
its  invested  reserves  shall  be  drawn  upon  only  according 
to  the  foreknown  and  measurable  operation  of  the  law 
of  mortality.  The  right  of  members  to  withdraw  at  any 
time,  taking  their  contributions  to  reserve  in  cash,  nega- 
tives the  whole  scheme,  exposes  the  fund  to  be  drawn  upon 
at  will,  the  draft  upon  it  being,  both  in  time  and  amount, 
dependent  upon  elements  of  motive  which  are  unforeseen 
and  incalculable,  and  of  whose  future  operation  nothing 
is  known  except  that  they  exist,  that  they  may  be  brought 
into  great  and  most  critical  intensity  of  operation  at  any 
time  by  a  variety  of  causes,  and  that  they  are  uncon- 
trollable by  the  company  and  have  absolute  free  play 
against  it.  There  is  no  defense  against  them  except  the 
blind  hope  that  they  may  never  operate. 

The  right  of  free  surrenders  for  cash  inverts  the  theory, 
and  the  only  consistent,  logical,  and  safe  practice  in  life 
insurance,  by  making  the  reserve  consist  in  effect  of  a  mere 
group  of  individual  deposits,  subject  to  check  at  least  once 
a  year,  and  this  feature  of  uncertain  and  precarious  con- 
tinuance of  the  insurance  factor  and  of  the  right  of  with- 
drawal of  invested  funds  becoidk  at  once  the  dominant 
feature  of  the  company's  affairs  Mid  is  the  ultimate  con- 
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tingency  to  be  kept  always  in  view  in  every  matter.  The 
company,  in  effect,  is  no  longer  a  life  insurance  company, 
treating  all  its  affairs  on  a  true  life  insurance  basis,  with 
withdrawal  as  a  mere  incident,  subordinate  in  every  re- 
spect to  the  integrity  of  its  insurance  operations,  but  a 
pseudo  bank  of  deposit,  liable  to  have  all  its  funds  with- 
drawn in  any  year,  needing,  therefore,  to  have  its  invest- 
ments immediately  convertible  into  cash  without  loss, 
while  yet  upon  these  funds  are  founded  the  presumably 
lifelong  contracts  for  whose  prosperous  administration  an 
entirely  different  theory  of  investment  is  essential  and  for 
the  management  of  which  a  bank  is  utterly  unfit. 

So  long  as  a  company  is  rapidly  growing  and  the  average 
of  its  lives  is  still  at  a  young  age,  and  it  has  not  reached 
that  maturity  necessary  to  complete  its  exposure  to  all 
the  vicissitudes  of  mortuary  and  business  experience,  and 
its  credit  has  escaped  attack,  the  practical  danger  of  these 
subverting  factors  will  be  at  a  minimum  and  their  operation 
partly  concealed,  and  hope  may  dwell  in  a  fool's  paradise. 
But  the  condition  of  growth  is  not  an  eternal  one,  no 
matter  what  energy,  under  what  stimulus,  be  applied.  To 
every  company  will  come,  ought  to  come,  in  time  the  con- 
dition when  no  pressure  can  make  its  inflow  of  new  busi- 
ness exceed  its  outflow,  and  when  its  true  normal  will  be 
a  stable  equilibrium  in  amount  at  risk,  in  assets,  income, 
and  outgo. 

Consider  a  company  in  such  a  case  —  whether  large  or 
small  does  not  signify  —  meeting  those  general  business 
conditions  which  cause  most  men  to  take  command  of  all 
available  cash  resources,  with  a  membership  which  has 
been  educated  to  regard  their  policies  as  tickets  for  cash 
practically  on  demand,  and  who  have  taken  them  in  such 
a  company  because  they  were  so  available,  who  were 
willing  to  protect  their  families  so  long  as  they  did  not 
want  to  use  the  money  themselves,  but  who,  not  having 
been  educated  to  put  family  protection  above  every  other 
interest  and  duty,  would  take  that  protection  only  where 
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it  would  not  interfere  with  their  free  use  of  the  money 
when  they  wanted  it,  and  what  may  that  company  reason- 
ably, inevitably  expect?  It  will  suffer  a  withdrawal  of  its 
members,  proportioned  to  the  intensity  of  financial  diffi- 
culty and  pressure;  in  severe  times  a  very  great  number, 
greatly  reducing  its  vitality  basis,  certainly  taking  out  its 
best  and  leaving  its  worst  lives,  and  raising  its  mortality, 
and  requiring  the  conversion  of  its  best  investments  into 
cash  at  a  most  unfavorable  moment  for  their  sale,  in  order 
to  enable  it  to  pay  out  large  sums  to  its  outgoing  members, 
thus  destroying  its  own  credit  and  furnishing  strong  reason 
to  every  sound  life  to  get  out. 

The  danger  is  an  absolute,  immeasurable,  and  most 
critical  one.  It  has  not  yet  appeared  in  full  measure  among 
American  companies  because  few,  if  any,  of  those  which 
are  certainly  exposed  to  its  malign  operation  have  yet 
reached  the  static  condition  which  will  leave  no  practical 
defense  against  its  effects.  But  the  conditions  for  a  dis- 
astrous experience  somewhere  in  the  future  are  being  fully 
prepared  in  many  companies.  The  annual  privilege  of 
surrender  for  cash  is  now  presented  as  a  prime  attraction; 
the  bulk  of  the  business  is  already  exposed  to  be  swept 
away  by  its  exercise.  The  permanency  of  corporate  life 
and  uniformity  of  operation  which  are  absolutely  essential 
to  the  undertakings  of  a  life  insurance  company  are  put 
completely  at  the  caprice  of  members  secured  by  an  appeal 
to  selfish  interest,  not  to  unselfish,  paramount  duty.  In 
order  to  get  new  members  the  more  easily,  they  are  given 
unqualified  power  to  wipe  a  company  out  of  existence  in 
any  one  year. 

To  do  justice  to  the  membership  which  remains,  to  pro- 
tect the  corporate  life  and  integrity  against  capricious 
self-destruction  or  corrupt  or  malicious  assault,  to  give 
still  the  family  of  him  who  withdraws  of  real  necessity 
some  remaining  measure  of  that  protection  which  is  our 
function  and  their  greatest  need,  and  greatest  when  it 
cannot  be  longer  paid  for,  and  yet  to  recognize  fully  and 
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equitably  all  that  is  due  to  the  departing  member  whose 
future  claim  has  lapsed,  the  only  true,  completely  effective 
and  safe  method  is  to  give  paid-up  insurance  for  the  sur- 
rendered policy,  for  its  unexpired  term.  This  retains  the 
member,  minimizes  the  vital  loss  and  the  narrowing  effect 
of  withdrawal,  and  prevents  disturbance,  for  the  advantage 
to  one,  of  the  investments  made  for  the  common  and  equal 
benefit.  Any  other  treatment  of  a  withdrawing  member 
ought  to  be  rare  and  exceptional  and  governed  in  its  detail 
by  those  special  and  rare  circumstances  which  may  right- 
fully constitute  the  exception  for  the  individual  as  against 
the  safety,  profit,  and  general  good  of  all  the  rest. 

In  a  word,  cash  surrender  values  are  false  in  principle, 
constantly  destructive  in  tendency,  expensive  as  calling 
for  a  maximum  replacement  of  lost  business,  and  danger- 
ous to  every  operation  by  which  a  company  proceeds  to 
the  fulfilment  of  its  insurance  obligations. 

Concerning  a  proper  surrender  charge  I  wish  to  say 
only  this:  where  paid-up  insurance  is  given  on  a  lapsing 
policy,  the  charge  should  have  regard  to  the  probable 
vitality  loss  on  the  amount  of  risk  surrendered,  and  to  the 
cost  of  replacing  it  by  new  memberships.  These  are  vari- 
able elements,  especially  the  latter.  In  the  case  of  cash 
surrenders  there  is  need  of  an  additional  charge  in  the 
nature  of  a  safety  fund  or  insurance  against  the  destruc- 
tion of  the  company  or  its  reduction  to  perilous  conditions 
by  the  free  employment  of  the  malign  privilege.  How 
much  that  part  of  the  charge  ought  to  be  we  have  no 
means  of  knowing.  We  have  only  the  conditions  fairly 
set  up  for  the  future  experience  which  will  throw  light  on 
the  matter.  Some  have  already  gone  far  enough  to  know 
that  the  danger  is  not  imaginary  and  is  something  more 
than  theoretical. 

Akin  to  the  annual  cash  surrender  value  in  its  destruc- 
tive effect  both  upon  the  company's  stability  and  existence 
and  upon  the  protection  of  the  family  is  the  loan  to  the 
insured  of  the  reserve  upon  his  policy.    Its  sole  virtue  in 
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comparison  is  that  it  does  not  at  once  and  irrevocably 
destroy  all  the  family's  insurance,  and  leaves  open  the 
possibility  of  its  restoration  by  the  payment  of  the  loan. 
But  if  it  staves  off  the  day  of  cash  surrender  it  goes  much 
more  than  half-way  toward  it.  It  gives  the  cash,  leaves 
the  full  premium  to  be  paid  upon  a  reduced  amount  of 
insurance  while  the  loan  runs,  and  adds  to  the  unreduced 
cost  of  a  reduced  insurance  the  interest  on  the  loan.  And, 
like  the  annual  cash  value,  it  has  the  abhorrent  vice  of 
teaching  a  man  to  consider  himself  first  and  his  family 
last.  Both  in  its  suggestiveness  and  in  the  pressure  of  its 
conditions,  it  leads  strongly  toward  lapse;  and  it  is  small 
wonder  that  so  few  loans  are  paid  and  so  many  lapses 
ensue. 

I  am  aware  —  none  better  —  that  I  have  spoken  to  you, 
gentlemen  commissioners,  against  an  almost  overwhelm* 
ing  drift  of  practices  indulged  in,  not  because  they  truly 
develop  or  conserve  correct  principles,  but  because  they 
make  it  easy,  for  the  moment,  instead  of  hard,  to  get  busi- 
ness; because  in  place  of  unselfish,  persistent  self-sacri- 
ficing duty,  they  present  self-interest  and  a  speculation; 
not  because  upon  them  one  may  build  in  assured  sound- 
ness from  the  bottom  up,  but  because  one  may  thereby 
build  rapidly  and  brilliantly,  leaving  to  future  storms  the 
revelation  of  rock  or  sand  in  the  foundation  of  these  houses 
of  hope  for  the  families  of  our  land.  And  I  have  so  spoken 
to  you  because  as  the  recognized  and  lawful  guardians  of 
the  immeasurable  public  interest  in  these  things,  as  those 
who  are  presumed  and  bound  to  know  the  true  and  to 
discriminate  it  from  the  specious,  it  is  in  your  power  to 
create  a  public  intelligence,  a  public  opinion,  and  a  public 
conscience  which  will  not  always  see  the  truth  denied  nor 
made  of  non  effect. 


0^ 


CHAPTER  XXI 


CONTROL  OF  LIFE  INSURANCE  COMPANIES  * 

From  the  standpoint  of  control,  there  are  three  classes 
of  life  insurance  companies:  stock  companies,  mixed  com- 
panies, and  mutual  companies.  The  stock  companies  were 
the  first  in  the  field,  writing  a  small  amount  of  purely  non- 
participating  business.  About  1840,  companies  began  to 
be  organized  on  a  mutual  basis,  and  these  soon  drove  the 
three  old  stock  companies  out  of  the  life  insurance  field. 
In  the  twenty  years  following  1840,  practically  all  the 
prominent  mutual  companies  of  to-day  were  organized. 
Following  the  organization  of  these  successful  mutual  com- 
panies came  the  formation  of  a  large  number  of  stock  and 
mixed  companies,  as  a  result  partly  of  the  desire  on  the 
part  of  capitalists  to  engage  in  an  apparently  profitable 
business,  and  partly  of  the  enactment  of  state  laws,  which 
from  that  day  to  this  have  made  the  formation  of  a  mutual 
company  difficult. 

Control  of  stock  companies  is,  of  course,  lodged  in  the 
hands  of  stockholders,  and  problems  connected  with  their 
management  would  be  no  more  serious  than  those  arising 
in  the  management  of  any  joint  stock  company,  if  it  were 
not  for  two  conditions.  In  the  first  place,  these  com- 
panies are  permitted  to  write  participating  as  well  as  non- 
partiQipating  policies;  that  is,  they"are  allowed  to  solicit 
business  on  promise  of  a  division  of  profits  among  pur- 
chasers of  their  product.    This  differentiates  a  stock  life 

1  By  Lester  W.  Zartman.  Reprinted  from  pages  631-641,  Volume 
XV,  Journal  of  Political  Bcomony,  November,  1907. 
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insurance  company  from  any  other  joint  stock  concern. 
Although  some  of  the  leading  stock  companies  may  have 
paid  nearly  as  large  dividends  to  their  participating  policy- 
holders as  have  been  paid  by  mutual  companies,  it  is  still 
true  that  the  privilege  granted  these  companies  is  of  doubt- 
ful advantage  to  the  best  interests  of  the  business.  If  the 
dividends  upon  the  capital  stock  are  limited  in  amount, 
there  is  no  added  incentive  to  the  officials  through  the 
existence  of  the  capital  stock  to  manage  the  company  well, 
and  the  capital  stock  remains  as  a  dangerous  weapon  by 
means  of  which  men  can  obtain  control  of  the  company. 
If  the  dividends  are  not  limited  in  amount,  there  is  the 
possibility  that  the  participating  policy-holders  will  be 
mulcted  to  the  advantage  of  the  stockholders.  If,  as  in 
the  case  of  some  companies,  the  dividends  beyond  a  cer- 
tain amount  which  the  company  can  pay  upon  the  capital 
stock  are  limited  to  the  profits  made  from  the  non-partici- 
pating policy-holders,  the  division  of  the  fixed  charges  of 
the  company  can  be  so  arranged  as  not  to  do  substantial 
justice  to  the  participating  policy-holders.  For  these 
reasons  the  state  is  justified,  if  not  in  prohibiting  stock 
life  insurance  companies  from  writing  participating  policies, 
at  least  in  exercising  much  more  control  over  their  affairs 
than  is  exercised  over  other  corporations. 

The  second  peculiarity  differentiating  stock  life  insur- 
ance companies  from  other  corporations  is  that  the  stock- 
holders of  the  life  company  soon  come  into  nearlxabsolute 
control  of  much  larger  assets  than  the  capital  originally 
invested.  To  be  sure,  this  is  true  in  a  way  also  of  banks 
and  other  fiduciary  institutions,  but  the  insurance  company 
differs  radically  from  a  bank  in  that  its  reserves,  unlike 
deposits,  cannot  be  withdrawn  at  the  will  of  those  to  whom 
they  belong.  No  matter  how  inefficient  the  management 
of  a  stock  company,  there  may  be  no  weeding  out  of 
incompetent  men.  The  policy-holders,  who  are  the  most 
interested,  have  no  redress.  They  cannot  withdraw  their 
savings,  thus  showing  their  disapproval  of  the  manage- 
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ment,  without  a  considerable  financial  sacrifice.  They 
cannot  change  the  management.  The  men  in  control  own 
the  capital  stock,  and  to  displace  them  it  is  necessary  that 
a  controlling  interest  in  the  capital  be  purchased.  Not 
always  have  owners  of  a  majority  interest  been  willing 
to  sell;  only  an  aroused  public  opinion  has  forced  them  to 
part  with  the  control  of  a  company. 

Furthermore,  stock-life  insurance  companies  are  at  the 
mercy  of  designing  financiers  who  may  seek  to  control 
them.  All  the  stock  companies  are  subject  to  this  danger, 
and  many  have  suffered  already.  The  American  Life  of 
Philadelphia  was  wrecked  in  two  years  by  men  who  sur- 
reptitiously purchased  a  controlling  interest.1  These  men 
never  had  any  intention  in  purchasing  the  stock  other  than 
to  possess  themselves  as  quickly  as  possible  of  the  Ameri- 
can's valuable  assets.  A  similar  disaster  to  the  Phoenix 
Life  of  Hartford,  which  at  one  time  had  a  guarantee  capital, 
was  averted  only  by  a  special  session  of  the  Connecticut 
legislature,  which  passed  an  act  changing  the  Phoenix 
into  a  purely  mutual  company.3  The  Equitable  and  the 
Washington  of  New  York  are  at  the  present  time  under  the 
domination  of  one  man.  The  Prudential  of  New  Jersey  is 
controlled  absolutely  by  a  small  group  of  men  who,  in 
1902,  tried  to  avoid  the  necessity  of  keeping  even  six  million 
dollars  invested  as  a  controlling  interest  in  Prudential  stock. 
The  scheme  for  effecting  this  release  was  as  follows :  The 
Prudential  Insurance  Company  was  to  purchase  a  con- 
trolling interest  in  the  Fidelity  Trust  Company,  and  a  con- 
tract was  entered  into  between  the  Fidelity  and  the  majority 
interest  of  the  Prudential  stockholders,  in  which  the  latter 
contracted  to  sell  their  holdings  of  Prudential  stock  to  the 
trust  company.1  In  this  way  the  directors  of  the  Prudential 
could  have  perpetuated  their  control  without  any  financial 

1  The  Insurance  Spectator,  1890,  p.  305,  and  the  Pennsylvania  Life 
Insurance  Report  far  1880. 

1  P.  Henry  Woodward, "  History  of  Insurance  in  Connecticut, "  p.  97. 
*  Massachusetts  Life  Insurance  Report,  1902.     Preface. 


300  YALE  READINGS  IN  INSURANCE 

outlay  whatever.  The  plan  was  defeated  by  an  appeal  to 
the  courts,  brought  by  the  Massachusetts  Insurance  Com- 
missioners/ but  President  Dryden  has  since  announced  that 
the  "good"  results  of  such  a  merger  have  been  secured  in 
an  unobjectionable  manner.3  A  New  Jersey  investment 
company  controls  the  Bankers1  Life  of  New  York,8  while 
a  few  years  ago  a  coterie  of  New  York  financiers  purchased 
a  controlling  interest  in  the  United  States  Life  of  that  city. 
It  is  not  asserted  that  all  the  companies  which  have  here 
been  enumerated  have  suffered  through  the  control  exer- 
cised by  the  capital  stock;  on  the  contrary,  some  of  them 
have  been  most  excellently  managed  by  stockholders. 
Some,  however,  have  already  suffered  seriously,  and  it  is 
believed  that  all  in  which  the  control  is  lodged  exclusively 
in  a  few  hands  are  in  a  precarious  position.  The  assets 
which  the  stockholders  control  really  belong  to  the  policy- 
holders, and  yet  the  policy-holders  cannot  withdraw  that 
which  belongs  to  them,  since  they  have  entered  into  long- 
time contracts. 

Certainly  the  problems  connected  with  management  of 
stock  life  insurance  companies  are  serious;  so  serious,  in- 
deed, that  it  is  urged  in  many  quarters  that  the  state  should 
not  allow  such  companies  to  be  organized.  All  insurance 
is  essentially  mutuaLjn  principle;  the  mutual  system 
has  demonstrated  its  fitness  in  dealing  with  life  contin- 
gencies, and  if  the  states  would  amend  their  laws,  capital 
stock  would  be  unnecessary  in  starting  a  life  insurance 
company;4  legislatures  might  not  be  entirely  unjustified 
in  prohibiting  the  formation  of  stock  life  companies. 

»  The  Insurance  Spectator,  1902,  p.  223. 

9  Massachusetts  Insurance  Report,  1903,  p.  zzzix. 

•  The  Insurance  Age,  1904. 

4  Nearly  all  states  insist  upon  a  system  of  net  valuation  of  policies. 
Under  such  a  system  it  is  practically  impossible  to  start  a  new  life 
insurance  company,  unless  capitalists  stand  ready  to  make  up  defi- 
ciencies during  the  early  years.  In  other  ways,  state  laws  have  been 
so  framed  as  seriously  to  discourage  the  formation  of  any  but  stock 
companies. 
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As  regards  control,  a  company  which  is  mixed  —  that 
is  to  say,  a  company  which  has  capital  stock  but  which 
allows  policy-holders  to  vote  —  possesses  no  considerable 
advantage  over  a  purely  stock  company.  The  restrictions 
placed  upon  the  policyholders'  voting  powers  are  such  in 
most  cases  that  the  concession  has  little  practical  value. 
For  instance,  the  Michigan  Mutual  is  a  mixed  company 
with  $500,000  of  capital  stock.  Each  share  of  stock  has 
a  vote.  In  addition,  policy-holders  insured  for  life  for 
$5000  in  amount  may  vote  in  peraoiu>nly.1  The  manage- 
ment can  rest  assured  that  5000  persons  carrying  $5000 
policies  of  a  particular  kind  will  never  present  themselves 
in  Detroit  to  cast  their  ballots  in  person.  In  the  Metro- 
politan of  New  York  there  are  40,000  shares  of  stock. 
Policy-holders  paying  $100  premium  per  annum  may  vote, 
but  two-thirds  of  the  directors  must  be  stockholders,  so 
that  the  privilege  granted  to  the  policy-holders  is  worth- 
less.3 The  Manhattan  has  a  thousand  shares  of  stock,  each 
share  entitling  its  owner  to  one  vote.  Policy-holders  pay- 
ing an  annual  premium  of  $75  on  a  life  policy  may  vote, 
but  half  of  the  directors  must  be  stockholders.8  Half  of 
the  board  with  the  president  is  all  that  ST  needed  for  con- 
trol, even  if  the  policy-holders  should  elect  all  the  directors 
to  which  they  arg  entitled.  The  Home  is  likewise  a  mixed 
company.  Policy-holders  paying  $80  annual  premium  may 
vote.4  The  testimony  before  the  Armstrong  committee 
showed  that  the  Home  has  never  been  troubled  with  policy- 
holders voting;  in  the  forty-seven  years  of  its  existence, 
only  one  policy-holder  has  appeared  to  cast  his  ballot.6 
It  does  not  appear  that  mismanagement  has  been  so  com- 
mon in  the  history  of  mixed  companies  as  in  the  case  of 
stock  companies,  and  this  is  due,  perhaps,  to  the  latent 

>  Article  IV  of  Constitution. 

•New  York  Laws  of  1868,  Chap.  XL VIII,  }}  6  and  11. 

•Charter,  if  5,  8,  and  9. 

« Charter,  Art.  V. 

•  Testimony  of  George  E.  Ide,  Armstrong  Report,  p.  3587. 
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possibility  that  policy-holders  will  assert  their  rights; 
nevertheless  a  mixed  company  would  seem  to  be,  for  all 
practical  purposes,  a  stock  company,  and  as  regards  con- 
trol it  presents  most  of  the  problems  and  dangers  inherent 
in  a  stock  company. 

Nor  is  the  question  of  management  and  control  solved 
when  companies  are  made  mutual  in  their  organization. 
The  system  of  mutual  life  insurance  contemplates  a  manage- 
ment elected  by  the  policy-holders  and  responsible  to  them. 
This  theory  of  government  has,  however,  never  been  worked 
out  in  practice  in  the  United  States  according  to  the  spirit 
of  its  constitution.  The  long  distances  and  the  expenses 
of  traveling  have  made  it  impossible  from  the  beginning 
for  policy-holders  to  cast  their  ballots  in  person.  Resort 
has  been  made  to  proxjL  voting,  and  the  result  of  proxy 
voting,  as  allowed  by  most  of  the  states,  has  been  to  make 
the  management  of  mutual  companies  as  certain  of  tenure, 
and  hence  as  careless  of  the  rights  of  policy-holders,  as  have 
been  the  managements  of  stock  companies.  State  laws 
have  placed  few  restrictions  on  the  collection  and  voting 
of  proxies.  In  some  instances  policy-holders  have  even 
signed  a  proxy  when  making  application  for  a  policy;  in 
many  instances  they  have  given  their  rights  to  the  officials 
for  long  periods.  A  part  of  the  agents'  work  each  year 
has  been  to  gather  proxy_yotes,  and  send  them  in  to  the 
home  office,  so  that  the  management  should  have  at  all 
times  a  sufficient  number  of  proxy  votes  to  defeat  any 
movement  of  opposition  on  the  part  of  dissatisfied  policy- 
holders. The  companies  have  always  gone  about  the 
gathering  of  proxies  quietly,  for  they  have  not  cared  to 
remind  members  of  their  rights,  yet  they  have  succeeded 
in  keeping  a  large  number  always  on  hand. 

Whoever  in  the  company  controls  tire  proxies,  controls 
the  company.  In  1870  there  was  an  internal  conflict  in 
the  Mutual  Life.  On  the  day  of  the  election  a  consider- 
able number  of  policy-holders  appeared  in  person  to  vote. 
President  Winston  of  the  company  controlled  ten  thousand 
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proxies.  In  the  afternoon,  with  the  outcome  of  the  elec- 
tion in  doubt,  Winston  appeared  with  several  thousand  of 
the  proxy  votes,  cast  them  in  favor  of  himself,  and  the 
day  was  won.1  The  same  thing  has  happened  often  enough 
to  show  the  policy-holders  the  futility  of  opposition.  Policy- 
holders have  come  to  take  no  interest  in  the  active  manage- 
ment of  companies,  and  certain  officials  have  stayed  in 
power  so  long  that  they  have  come  to  look  upon  their 
company  as  a  personal  asset,  the  sense  of  private  property 
becoming  so  strong  in  some  cases  that  they  have  felt  that 
control  of  a  company  ought  to  be  inherited.3 

Officers  of  all  the  companies  are  practically  unanimous 
in  declaring  that  the  present  system  of  voting  in  mutual 
companies,  or  rather  what  was  the  system  a  year  and  a 
half  ago,  should  not  be  changed.  That  section  of  the  Arm- 
strong law  which  changed  thejnethocLDf  voting  in  mutual 
companies  was  vigorously  opposed  by  the  New  York 
companies,  and  during'  the  past  winter  similar  legislation 
in  other  states  has  met  the  opposition  of  the  mutual  com- 
panies in  those  states.  Many  of  the  officials  recognize  that 
the  old  system  is  far  from  ideal,  but  they  believe  that  the 
proposed  reforms  will  lead  to  worse  conditions  in  making 
an  annual  contest  for  the  control  of  the  companies  a  prob- 
able event.  They  hold  that  any  changes  in  the  laws  cal- 
culated to  make  such  yearly  contests  for  control  inevitable 
will  do  more  harm  to  the  inmirance  business  than  the  pres- 
ent  system  has  done.  They  urge  that  it  is  not  fair  to  sub- 
ject a  company,  which  has  been  brought  to  a  successful 
stage  of  its  existence  through  efforts  of  its  officers,  to  annual 
contests  for  control.  Such  contests,  it  is  believed,  will 
surely  follow  the  adoption  of  the  proposed  reform  methods 
of  voting.  They  point  out  that  men  are  always  willing 
to  listen  to  evil  reports  regarding  anybody  in  power;  and 

1  President  Winston's  circular  letter  of  April  16,  1877,  to  the  policy- 
holders of  the  Mutual  Life.  See  also,  Julius  Wilcox,  Scribner's  Mag- 
azine, Volume  XIV,  pp.  382,  383. 

*  Wisconsin  Life  Insurance  Report,  1903,  Preface. 
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that  the  greater  the  ease  with  which  a  change  in  adminis- 
tration can  be  secured,  the  greater  the  chance  of  success 
for  selfish  and  unjust  methods  which  will  be  used  for  secur- 
ing a  change.  As  a  final  objection,  they  maintain  that 
the  expense  attendant  upon  an  annual  repetition  of  such 
a  demonstration  as  has  been  witnessed  in  New  York  during 
the  year  past  is  a  greater  strain  on  a  company  than  is  a 
good  sized  "graft";  while  the  annual  throwing  of  mud 
and  the  staining  of  a  company's  reputation,  with  the  con- 
sequent loss  of  policy-holders  and  trouble  in  getting  new 
members,  entail  far  greater  expense  and  loss  than  any 
sort  of  extravagance.  On  these  grounds,  the  officers  oppose 
the  [changes  in  insurance  laws  revising  methods  of  electing 
trustees. 

If  such  conditions  as  indicated  would  result  from  any 
method  enabling  policy-holders  easily  to  express  their 
desires,  then  we  should  unite  with  the  companies  in  oppos- 
ing the  new  laws.  However,  it  seems  that  the  officials 
of  the  various  mutual  companies  have  become  unduly 
alarmed.  With  complete  power  in  the  hands  of  the  policy- 
holders and  an  easy  method  of  voting  devised,  it  is  not  at 
all  probable  that  there  would  be  an  annual  contest  for 
control.  A  management  which  is  capable  and  conscientious 
may  be  sure  that  policy-holders  will  have  sense  enough  to 
keep  it  in  power.  Crafty  financiers  may  seek  to  get  a 
board  of  trustees  elected  of  their  liking,  but  they  will  soon 
learn  the  folly  of  going  to  the  heavy  expense  of  a  campaign 
to  oust  an  efficient  management.  It  is  almost  safe  to  say 
that  it  will  be  many  years  before  we  shall  witness  another 
campaign  like  that  carried  on  during  the  past  year  for  con- 
trol of  the  two  large  New  York  companies. 

Some  of  the  officials  have  expressed  the  fear  that 
in  a  campaign  for  control  of  a  mutual  company,  policy- 
holders will  not  know  what  is  to  their  advantage.  They, 
therefore,  are  afraid  to  trust  the  issues  to  them.  Such 
statements  remind  one  of  the  arguments  in  favor  of  an 
autocratic  form  of  government.    An  autocratic  form  ot 
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government  is  good  if  the  autocrat  is  wise  and  beneficent. 
But  since  autocrats  in  the  past  have  not  always  been  wise 
and  beneficent,  a  government  responsible  to  the  people 
has  worked  better.  So  it  will  be  in  life  insurance  cor- 
porations. Policy-holders  are  the  company,  its  gain  is 
their  gam,  its  injury  is  their  injury,  and  they  will  soon,  if 
not  immediately,  begin  to  examine  closely  the  men  who 
are  seeking  their  votes  to  oust,  an  existing  management. 

Besides  the  natural  conservatisnajiL  investors  which  will 
work  in  favor  of  the  management  in  power,  there  is  still 
another  advantage  which  the  officials  possess.  It  will 
practically  always  happen  that  the  agency  force  will  work 
in  favor  of  the  administration  party,  and  with  the  agency 
force  so  disposed,  the  men  in  power  will  have  such  an  ad- 
vantage in  a  campaign  that  even  better  men  will  have  a 
hard  task  in  defeating  an  administration  ticket.  This  is 
as  it  should  be.  The  end  that  is  desired  by  those  who  see 
the  evil  of  the  old  system  is  not  an  annual  scramble  for 
control  of  the  companies;  but  such  an  easy  method  of 
removal  that  the  officers  will  at  all  times  be  forced  to  keep 
in  mind  their  responsibility  to  policy-holders. 

A  more  fruitful  question  for  discussion  to  the  man  who 
desires  a  change  from  the  old  system  is  whether  an  easy 
and  effective  method  of  voting  in  mutual  companies  can 
be  devised.  New  York  has  made  a  serious  attempt  to 
put  the  policy-holders  in  control.  In  the  revision  of  the 
insurance  laws  of  the  state,  in  1906,  it  was  provided  that 
two  lists  of  policy-holders'  names  and  addresses  should  be 
filed  by  each  mutual  company  with  the  Superintendent 
of  Insurance  at  Albany,  and  two  similar  lists  with  the 
general  agents  in  each  state  and  foreign  country  in  which 
business  is  transacted;  that  the  tickets  be  nominated  by 
the  administration  five  months  prior  to  the  election,  and 
by  an  opposition  party  at  least  three  months  before  the 
election;  and  that  policy-holders  should  be  allowed  to  vote 
in  person,  by  mail,  or  by  proxy. 

One  election  has  already  taken  place  under  the  New 
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York  law.  Some  criticism  may  be  offered  of  the  method 
adopted.  In  the  first  place,  the  companies  are  bitterly 
opposed  to  that  section  of  the  law  which  provides  for  public 
listing  of  the  names  and  addresses  of  policy-holders.  The 
New  York  companies  would  rather  have  this  provision 
repealed  than  any  other  of  the  so-called  Armstrong  laws. 
Officers  of  mutual  companies  in  other  states  will  make  no 
compromise  on  this  subject.  The  contention  of  the  com- 
panies in  this  respect  is  well  grounded.  Such  a  public 
posting  of  names  does  a  serious  amount  of  damage  to  the 
companies  compelled  to  obey  the  law.  Agents  of  rival 
companies  prize  a  list  of  policy-holders  in  another  company 
very  highly,  not  only  for  the  purpose  of  twisting  the  policy- 
holders into  their  own  companies,  but  also  because  the  best 
purchasers  of  insurance  are  those  who  already  have  policies. 
For  this  reason,  the  companies  regard  this  provision  of  the 
law  as  a  violation  of  their  rights  not  to  be  condoned. 

Yet  such  a  measure,  or  some  substitute  for  the  measure, 
is  absolutely  necessary  if  there  is  to  be  any  appreciable 
opposition  to  the  administration  party.  In  the  past  when 
there  has  been  among  policy-holders  wide-spread  dissatis- 
faction with  a  management,  opposition  has  been  ineffectual 
because  it  never  could  be  united.  If  such  opposition  is 
ever  to  accomplish  its  ends,  it  must  be  concentrated,  and 
no  sort  of  cooperation  is  possible  unless  the  policy-holders 
have  some  means  of  communicating  with  each  other.  So 
long  as  the  administration  alone  possesses  a  list  of  the 
voters  with  their  addresses,  it  has  an  advantage  which  a 
scattered  opposition  cannot  overcome.  All  that  is  left 
to  the  opposition  under  these  circumstances  is  commu- 
nication by  means  of  advertisements  in  the  papers,  an 
expensive  method,  as  well  as  one  of  doubtful  utility. 
Therefore,  unless  some  method  is  devised  of  allowing  the 
opposition  to  communicate  freely  with  voters,  the  system  of 
control  by  policy-holders  fails.  However,  it  is  not  neces- 
sary that  the  list  of  names  should  be  open  to  public  inspec- 
tion.   It  might  be  practicable  to  have  all  the  literature 
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which  any  opposition  ticket  may  wish  to  send  out  addressed 
by  the  state  at  the  expense  of  the  opposition,  or  even  sent 
out  by  the  administration  under  the  supervision  of  the 
state,  but  still  at  the  expense  of  the  opposition.  Company 
officials  do  not  take  kindly  to  either  suggestion,  holding 
that  the  opposition  has  no  right  to  this  advantage  of  inter- 
communication. In  'doing  so,  they  are  carrying  their 
opposition  too  far.  The  officials  have  no  inherent  right 
to  hold  their  positions  irrespective  of  the  wishes  of  the 
policy-holder,  and  the  latter  rightly  insist  upon  some 
means  of  close  cooperation. 

Insurance  men  are  further  opposed  to  the  enactment  of 
laws  similar  to  those  of  New  York,  on  the  ground  that  the 
carrying  out  of  such  a  system  of  voting  entails  a  very 
heavy  direct  expense.  They  point  to  the  situation  in 
New  York  where  the  cost  of  counting  the  ballots  alone 
reached  $50,000  for  each  one  of  the  large  companies.  They 
assert  that  such  an  annual  expense  is  a  heavy  burden  to 
place  upon  the  policy-holders,  when,  in  most  cases,  it  is 
not  necessary.  Without  desiring  to  criticize  too  strongly 
the  men  who  were  in  charge  of  the  counting  of  the  ballots 
in  New  York,  it  seems  that  the  work  was  unnecessarily 
drawn  out.  As  a  matter  of  fact,  if  the  inspectors  of  elec- 
tion appointed  by  the  officials  of  the  two  large  companies, 
and  paid  by  the  companies  $25  per  day  for  their  services, 
had  counted  ballots  as  rapidly  as  do  the  judges  of  elections 
in  our  political  contests,  the  votes  would  have  been  counted 
in  perhaps  a  third  of  the  time  it  did  take  to  count  them. 
As  the  ballots  in  the  insurance  election  were  the  simplest 
possible  to  count  —  there  being  no  split  ballots  and  prac- 
tically only  one  office  for  which  to  count,  and  in  one  case 
only  two  tickets,  and  in  the  other  three,  in  the  field  —  it 
does  seem  that  the  suspicion  raised  in  some  quarters  that 
the  contest  was  drawn  out  for  political  effect  is  well 
grounded. 

If  this  is  true,  the  heavy  expenses  of  the  present  election 
cannot  be  used  as  an  argument  against  the  proposed 
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changes.  If  the  suspicion  is  without  truth,  and  the  elec- 
tions are  really  expensive,  it  has  been  already  pointed  out 
that  few  elections  will  be  carried  out  on  the  scale  that  the 
present  contest  has  been  waged.  Admitting,  however, 
that  annual  elections  will  cost  from  thirty  thousand  to  fifty 
thousand  dollars  for  each  company,  it  is  no  conclusive 
argument  against  the  reform  measures.  The  states  might 
well  relieve  the  companies  of  taxation,  and  make  them 
have  annual  elections  for  the  sake  of  securing  the  gain 
that  will  accrue  from  such  a  change. 

It  should  be  noted  that  the  reformers,  as  well  as  insur- 
ance officials,  criticize  the  New  York  law.  The  Armstrong 
law  still  allows  proxy  voting.  The  application  of  proxy 
voting  in  mutual  life  companies  is  a  misapplication  of  a 
system  working  fairly  well  in  joint  stock  concerns.  Under 
the  old  system  of  electing  trustees,  it  was  necessary  to 
allow  the  officers  to  collect  proxies,  but  when  policy-holders 
are  allowed  to  vote  by  mail,  the  system  cannot  be  justified. 
The  man  who  under  the  reformed  conditions  gives  his 
proxy  is  the  man  who  is  not  interested  enough  to  care 
what  the  outcome  is,  and  gives  his  proxy  as  a  personal 
favor  to  the  first  one  who  solicits  it.  The  administration 
is  the  only  party  which  has  the  machinery  necessary  to 
solicit  these  proxies,  therefore  the  disinterested  or  indiffer- 
ent policy-holders  control  the  outcome  of  the  election 
rather  than  the  men  who  are  interested  and  have  informed 
themselves.  That  administration  tickets  won  the  New 
York  elections  was  largely  due  to  the  work  of  agents  in 
solicting  proxy  votes.  While  not  desiring  to  express  any 
opinion  upon  the  outcome  of  the  New  York  elections,  as  a 
general  principle  it  is  wrong  that  the  careless  and  indiffer- 
ent policy-holders  should  dominate  the  situation.  There- 
fore, the  right  of  proxy  voting  should  be  abolished. 

Company  officials  need  not  be  alarmed  if  such  a  system 
of  voting  as  is  here  advocated  be  carried  out.  It  will 
not  mean  frequent  changes  in  management  because  such 
changes  will  be  unnecessary.    The  system  has  been  tried 
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for  many  years  in  the  largest  company  in  the  British 
Empire,  the  Australian  Mutual  Provident  Society.  No 
serious  difficulties  have  arisen  in  connection  with  the  opera- 
tion of  the  system.  There  has  been  but  one  revolution 
in  the  company,  and  this  one  demonstrated  the  merits 
of  the  plan.  Incidentally  it  is  worth  noting  that  this 
company  has  been  one  of  the  best  managed  in  the  world. 
Mr.  Dawson  says  that  in  nearly  all  respects,  dividends, 
economy  of  management,  small  ratio  of  lapses,  growth,  and 
favorable  mortality  experience,  its  career  is  unprecedented.1 
Some  have  said  that  these  large  companies  cannot  be 
run  on  the  basis  of  control  by  policy-holders  because  the 
party  system  cannot  be  adopted.  It  is  hoped  that  the 
last  part  of  this  statement  is  true.  The  control  of  these 
business  corporations  should  be  free  from  politics.  It 
would  be  suicidal  to  subject  them  to  a  change  in  manage- 
ment each  year.  This,  as  has  been  pointed  out,  is  not 
contemplated  in  the  proposed  changes.  Under  the  plan 
which  is  submitted,  it  is  believed  that  managements  will 
be  just  as  stable  as  they  have  been  in  the  past,  indeed 
more  so.  At  every  election  it  will  be  the  administration 
against  the  field,  and  if  the  record  of  the  men  in  power 
has  been  satisfactory,  it  will  commend  the  administration 
ticket  to  the  policy-holders.  The  desire  to  let  well  enough 
alone  will  be  sufficiently  strong  to  resist  a  change,  and 
because  there  exists  an  easy  method  of  turning  out  corrupt 
managements,  these  managements  will  try  not  to  become 
corrupt.  The  officers  will  still  have  a  chance  to  stay  in 
the  business  for  life,  developing  a  great  company,  not 
because  they  control  twenty  or  thirty  thousand  proxy 
votes,  but  because  they  are  efficient. 

t "The  Business  of  Life  Insurance, "  p.  128 
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CHAPTER  XXII 

MISTAKES  IN  STATE  REGULATION   OF  THE  INSURANCE 

BUSINESS  l 

During  the  last  three  years  we  have  heard  a  great  deal 
about  the  system  of  American  life  insurance  being  on  trial, 
and  while,  as  a  whole,  it  has  shown  a  remarkably  clean 
record,  unfortunately  some  of  the  charges  made  have  been 
proved.  The  public  in  this  situation  knew  of  but  one 
resource,  legal  regulation,  and  without  stopping  to  con- 
sider how  legal  regulation  has  worked  in  the  past,  demanded 
more  of  it  as  the  remedy  for  present  evils. 

The  public  has  not  realized  that  the  system  of  life  insur- 
ance has  not  been  the  only  culprit  before  the  bar.  Prac- 
tically every  indictment  against  the  insurance  companies 
has  been  an  indictment  against  state  supervision,  with 
which  the  public  has  fondly  hoped  to  reform  the  other 
criminal.  For  more  than  fifty  years  the  states  have  been 
trying  to  regulate  the  business  of  life  insurance.  No  con- 
stitutional limitations  have  hindered  them  in  their  work. 
The  problem  before  them  has  been  clear-cut,  for  the  present 
is  not  the  only  time  that  abuses  in  management  have  been 
exposed.  Other  exposures  have  been  made,  and  there  has 
been  the  same  sort  of  legislation;  yet  it  has  failed  to  pre- 
vent a  recurrence  of  the  abuses.  Before  1905,  the  State 
of  New  York  had  seen  fit  to  amend  her  law  regulating 
investments  twenty-one  times,  but  it  was  found  necessary 
to  make  an  entirely  new  revision  in  the  following  year. 
Since  the  states  have  been  well  aware  of  the  problem 

1  By  Lester  W.  Zartman.  Reprinted  from  pages  24-43,  Volume 
XVII,  Yale  Review,  May,  1908. 
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before  them,  and  have  not  been  neglectful  of  their  oppor- 
tunities to  try  to  regulate  the  business,  yet  have  failed, 
something  must  be  radically  wrong.  Either  they  have 
pursued  wrong  methods  of  supervision,  or  the  system  of 
supervision  by  the  separate  states  is  incapable  of  accom- 
plishing the  desired  results,  or  both  reasons  explain  the 
half  century  of  failure. 

Let  us  examine  the  situation  and  find  out  wherein  the 
trouble  lies.  In  the  first  place,  have  the  states  attempted 
to  accomplish  the  desired  results  by  wrong  methods  of 
supervision?  Without  going  into  any  extended  history  of 
state  regulation,  let  us  summarize,  briefly,  the  main  lines 
along  which  the  states  have  worked. 

1.  They  have  laid  down  standards  of  solvency;  that  is, 
they  have  determined  what  shall  be  the  maximum  rate  of 
interest,  and  the  rate  of  mortality  used  in  computing  the 
liabilities  of  the  life  insurance  companies. 

2.  They  have  regulated  investments.  Usually  the  regu- 
lations have  simply  restricted  investments  to  certain  classes 
of  securities,  though  many  attempts  have  been  made  to 
prescribe  the  territorial  limits  within  which  the  invest- 
ments must  be  made.  In  doing  this,  the  chief  object  has 
been  to  make  the  companies'  investments  secure,  but  there 
has  also  been  the  idea  of  helping  out  the  commercial 
interests  of  the  state.1 

3.  They  have  attempted  to  secure  some  measure  of 
publicity.  They  have  provided  for  annual  reports  by 
each  company  to  the  state,  compulsory  investigation  by 
the  state  into  the  affairs  of  the  companies,  and  to  carry 
out  the  provisions  of  these  laws  have  created  special  state 
machinery,  that  is,  departments  of  insurance. 

4.  They  have  passed  measures  to  secure  equitable  treat- 
ment of  the  policy-holders,  such  as  non-forfeiture  laws, 
incontestability  laws,  etc. 

1  For  a  full  description  of  the  limitations  placed  upon  the  invest- 
ment powers  of  the  companies,  see  the  author's  "Investments  of  Life 
Insurance  Companies,"  Holt  &  Co.,  1906,  Chapter  VI. 


312  YALE  READINGS  IN  INSURANCE 

Under  these  four  general  headings  can  be  grouped  about 
all  the  regulations  enacted  by  any  state  prior  to  1906. 
During  that  year  and  the  previous  one,  several  legislative 
committees  found  the  life  insurance  business  apparently 
so  mismanaged  that  some  of  the  states  came  to  the  con- 
clusion that  they  ought  to  manage  the  business  of  life 
insurance  themselves.  They  wanted  to  do  this  without 
assuming  the  responsibility  which  state  life  insurance  would 
involve;  they  would  leave  the  business  in  the  hands  of  . 
private  men  who  would  thus  bear  the  responsibility,  but 
the  legislatures  would  direct  the  business. 

The  way  in  which  the  states  have  attempted  to  manage 
the  business  without  assuming  responsibility  has  been  by 
enacting  laws : 

1.  Limiting  salaries. 

2.  Limiting  amount  of  expense  to  secure  new  business. 

3.  Limiting  surplus. 

4.  Limiting  amount  of  new  business. 

5.  Prescribing  the  methods  of  allotting  dividends. 

6.  Restricting  the  field  of  investment. 

How  much  of  all  this  legislation  is  good;  how  much  of 
it  is  bad?  How  much  of  it  is  in  the  right  direction  and 
will  accomplish  good  results;  how  much  of  it  is. in  the  wrong 
direction  and  will  do  no  good  and  perhaps  cause  serious 
injury?  These  are  questions  which  ought  to  be  settled 
correctly  before  the  laws  are  in  operation  any  longer,  and 
before  other  states  follow  the  example  of  those  which  have 
'already  enacted  such  legislation. 

Let  us  examine  this  legislation  in  detail.  In  the  first 
place,  should  the  states  lay  down  standards  of  solvency, 
that  is,  prescribe  the  rate  of  interest  and  the  mortality 
table  to  be  used  in  computing  the  liabilities  of  a  life  insur- 
ance company?  There  is  not  much  objection  to  such  laws. 
As  a  matter  of  fact,  these  laws  have  been  practically  harm- 
less. The  standards  adopted  by  the  states  have  almost 
always  been  much  more  liberal  than  those  which  the 
companies  have  voluntarily  adopted.    In  laying  down 
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these  fixed  standards  of  solvency,  the  states  have  hindered 
the  development  of  new  plans  for  cheaper  insurance,  but, 
generally  speaking,  no  very  serious  objections  can  be  raised 
against  them.1 

Should  the  states  regulate  investments?  There  are  grave 
reasons  for  believing  that  they  should  not.  The  best  that 
they  can  do  in  this  respect  is  to  limit  the  companies  to 
certain  classes  of  securities;  to  select  specific  securities 
would  be  suicidal.  But  there  is  no  class  of  investments  of 
which  all  in  the  class  are  good.  A  study  of  life  insurance 
mismanagement  will  show  that  mortgage  loans  have  been 
used  just  as  much  for  speculative  purposes  as  has  any 
other  class  of  securities.  There  are  good  securities  in  all 
classes,  and  good  insurance  managers  ought  not  to  have 
their  privileges  in  this  respect  curtailed.  To  curtail  them 
will  mean  a  loss  to  policy-holders.  The  scheming,  self- 
seeking  manager  will  find  in  any  law,  which  can  be  enacted 
regarding  investments,  so  many  chances  to  accomplish  his 
ends,  that  to  limit  the  field  of  investments  is  to  injure  the 
good  manager  without  accomplishing  any  desired  results.1 
The  history  of  investments  shows  that  the  wise  manager 
of  insurance  funds  will  scatter  his  investments.  This 
cannot  be  done  if  the  states  restrict  investments  to  certain 
classes.    Such  laws  should  therefore  be  repealed. 

While  space  will  not  permit  of  any  extended  discussion 
of  individual  acts,  particular  attention  should  be  directed 

*Cf.  Emory  McClintock,  "Insurance,  a  Text  Book/'  pp.  129,  130. 
Also  Sheppard  Homans,  Insurance  Year  Book,  1890,  p.  532,  and  the 
report  of  the  committee  on  insurance  appointed  by  the  New  York 
Legislature,  Insurance  Times,  May,  1882. 

*  The  question  of  restricting  investments  has  been  of  such  impor- 
tance that  many  able  articles  have  appeared  on  the  subject.  See  J.  B. 
Gillison,  Transactions  of  the  Faculty  of  Actuaries,  Volume  II,  Part  II, 
p.  104;  Mr.  Wegenast,  Transactions  of  the  Actuarial  Society  of  Amer 
ica,  Volume  VII,  p.  361;  the  Insurance  Spectator,  Volume  VI,  p.  308; 
T.  B.  Sprague,  Assurance  Magazine,  Volume  XVI,  p.  79;  also  George 
King,  Journal  of  the  Institute  of  Actuaries,  1892,  Volume  XXIX,  p. 
496. 
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to  laws  compelling  investments  to  be  made  in  certain 
localities.  The  states  which  have  had  insurance  com- 
panies of  their  own  have  made  attempts,  from  time  to  time, 
to  compel  these  companies  to  invest  their  assets  within 
the  state.1  On  the  other  hand,  the  states  without  such 
companies,  but  paying  premiums,  have  thought  that  they 
were  being  drained  of  their  capital,  and  so  have  passed 
laws  compelling  the  companies  to  invest  at  least  a  portion 
of  the  reserves  within  the  state  where  they  originated. 
It  seemed  a  few  years  ago  as  if  this  type  of  legislation, 
inspired  by  such  selfish  motives,  had  disappeared.  How- 
ever, within  the  last  year,  the  demand  for  such  legislation 
has  reappeared,  especially  in  the  South,  and  has  resulted 
in  action  by  one  state.  In  1907  the  Texas  legislature 
passed  the  Robertson  bill,  and  it  became  a  law.  Accord- 
ing to  the  provisions  of  this  act,  all  companies  doing  busi- 
ness in  Texas  must  invest  75  per  cent,  of  the  reserve  upon 
Texas  policies  in  Texas  securities,  bonds,  stocks,  and 
mortgage  loans,  and  deposit  these  securities  in  Texas, 
subject  to  local  taxation.  The  motive  back  of  the  bill 
was  not  to  secure  safety  to  the  policy-holders;  it  was  passed 
partly  to  create  a  market  for  Texas  securities,  but  mostly, 
judging  from  the  debate  in  the  legislature,  to  secure 
revenue  for  certain  counties.  Since  the  local  rate  of  taxa- 
tion is  about  2  per  cent.,  the  law  meant  the  confiscation  of 
nearly  one-half  the  interest  necessary  to  mature  the  con- 
tracts. Even  companies  which  had  a  sufficient  sum  in- 
vested in  the  state  to  cover  their  reserves  were  compelled 
to  withdraw  to  avoid  the  excessive  taxation.  Valuable 
agency  organizations  were  broken  up,  and  though  Texas 
is  already  realizing  the  mistake  made,  the  experiment  will 
cost  policy-holders  everywhere  a  goodly  sum.  This  is  an 
extreme  example  of  state  regulation  of  investments,  but 
it  is  typical  of  the  motives  which  have  actuated  much 
legislation. 

1  Cf.  "Investments  of  Life  Insurance  -Companies,"  H.  Holt  &  Co., 
pp.  160-165. 
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Should  the  states  enact  laws  to  secure  the  equitable 
treatment  of  policy-holders?  Like  almost  all  restrictive 
legislation  these  laws  were  passed  to  remedy  certain  abuses, 
but  competition  among  the  companies  was  well  on  the  way 
to  give  all  the  advantages  which  these  laws  give,  before 
the  first  one  was  enacted.  The  companies  have  now 
gone  much  further  in  granting  liberal  advantages  to  the 
policy-holders  than  the  laws  require.  In  fact,  if  the  com- 
petition goes  much  further,  the  legislators,  if  they  are 
true  to  their  traditional  policy  of  intervention,  will  have 
to  enact  laws  prohibiting  the  companies  from  being  too 
liberal  to  their  policy-holders. 

Of  course,  if  a  state,  in  attempting  to  secure  equitable 
treatment  of  the  policy-holders  within  the  state  simply 
secures  what  the  companies  have  willingly  given,  no  objec- 
tion can  be  raised.  But  some  of  the  states,  in  trying  to 
secure  equitable  treatment  of  their  policy-holders,  have 
enacted  very  bad  legislation.  A  large  number  of  states 
make  it  a  necessary  condition  of  entrance  that  out-of-state 
corporations  shall  pledge  themselves,  in  the  event  of  any 
legal  difficulties  arising,  not  to  take  the  cases  out  of  the 
state  courts.1  The  purpose  of  the  laws  is  to  prevent  com- 
panies from  making  litigation  expensive,  a  situation  which 
they  could  stand  better  than  most  policy-holders;  but  the 
result  is  that  the  companies  are  deprived  of  what  really 
is  a  constitutional  right,  the  right  to  a  trial  in  an  unpreju- 
diced court. 

As  another  example  of  similar  legislation,  Alabama,  a 
few  years  ago,  enacted  a  law  providing  that  if  a  life  insur- 
ance company  contested  a  policy  in  that  State  on  the  ground 
of  misrepresentation  in  the  application,  the  company 
should,  before  the  case  could  be  tried,  deposit  with  the 
court  all  premiums  paid  by  the  assured  upon  the  policy. 
If  the  company  won  the  case,  that  is,  proved  the  mis- 

1  Wisconsin  Insurance  Laws,  section  1947  (5);  Indiana  Insurance 
Laws,  section  361;  Illinois  Insurance  Laws,  section  375;  Colorado 
Insurance  Laws,  section  29;  Kentucky  Insurance  Laws,  section  631. 
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representation  of  facts  in  the  application,  the  court  should 
pay  back  all  the  premiums  to  the  defrauding  ex-policy- 
holder.1  What  did  this  law  virtually  say  to  the  citizens 
of  Alabama?  It  told  them  to  go  ahead  and  cheat  the  insur- 
ance companies,  to  get  policies  by  fraud  if  they  cared  to 
do  so.  If  they  were  not  caught,  well  and  good;  if  caught, 
they  would  get  their  money  back.  The  law  was  unjust 
in  principle  and  demoralizing  in  its  practice;  yet  it  was 
passed  after  consideration  by  an  American  legislature. 

Coming  now  to  the  new  type  of  legislation,  that  enacted 
since  1905,  and  which  enters  into  the  details  of  manage- 
ment, what  shall  be  said  of  it?  Is  it  the  wise  thing,  the 
proper  thing,  for  the  states  to  limit  the  salaries  which  a  life 
insurance  company  can  pay  to  its  officials?  Salaries  of 
such  men  may  be  too  high,  but  there  is  serious  objection 
to  lowering  them  by  statutory  means.  How  much  is  a 
man  worth?  To  most  men  $25,000  is  a  large  salary;  in 
fact,  few  men  are  worth  that  amount.  Yet  some  men 
may  well  be  paid  twice  that  sum  and  still  be  cheap,  because 
they  will  effect  economies  or  reap  profits  which  will  pay 
their  salaries  several  times  over.  There  are  presidents 
to-day  of  insurance  companies  receiving  so-called  large 
salaries,  who,  from  the  standpoint  of  efficiency,  are  worth 
twice  as  much  as  other  presidents  who  are  receiving  half 
as  much  salary.  It  takes  genius  to  maintain  the  agency 
organization  of  a  life  insurance  company  at  the  highest 
point  of  efficiency;  it  takes  ability  to  invest  and  care  for 
several  hundred  million  dollars  of  assets.  State  legis- 
latures might  well  think  twice  before  placing  a  limit  on 
salaries,  lest  in  so  doing  they  make  it  impossible  for  the 
companies  to  secure  the  kind  of  men  they  need. 

How  much  ought  a  company  to  pay  to  secure  new  busi- 
ness? Frankly,  it  is  a  difficult  question  for  the  most  skilful 
of  actuaries  to  answer.3    If  life  insurance  is  good  for  the 

1 W.  H.  Mylrea,  "Insurance,  a  Text  Book,"  p.  871. 
*  Cf .,  Published  letters  of  the  noted  English  Actuary,  George  King. 
to  T.  B.  Macaulay,  September,  1906. 
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individual  and,  through  the  individual,  for  the  public,  then 
it  is  worth  a  price.  Truly  enough  the  price  may  be  too 
high,  but  that  is  a  problem  for  the  individual  to  solve,  just 
as  is  true  of  the  price  of  bread  and  opera  tickets.  The 
function  of  the  state  in  the  matter  te  not  to  regulate  the 
price,  but  simply  to  put  the  individual  in  possession  of 
the  facts  and  allow  him  to  judge  for  himself. 

Should  the  state  limit  by  law  the  amount  of  new  busi- 
ness which  a  company  can  write?  The  idea  back  of  such 
a  law  is  either  that  a  company  will  become  so  large  as  to 
make  the  men  controlling  its  assets  exercise  a  power  dan- 
gerous to  the  welfare  of  the  state,  or  that  if  some  restraint 
is  not  placed  on  size,  the  race  for  bigness  will  lead  the 
officials  into  bad  practices.  From  either  standpoint  the 
law  is  a  curiosity.1  If  a  company,  is  well  managed  it  will 
not  hurt  the  state  by  its  size;  if  it  is  growing  rapidly  be- 
cause it  supplies  insurance  cheaply,  it  ought  to  be  allowed 
to  continue  its  growth.  That  is  what  we  want,  cheap 
insurance  and  lots  of  it.  Therefore,  let  each  company 
write  all  the  insurance  it  can.  The  other  viewpoint,  to 
limit  expenses  by  simply  limiting  size,  is  absurd.  It  is 
an  attempt  to  reverse  economic  law  similar  to  that  made 
by  a  Western  legislator  who  offered  a  bill  calling  for  the 
repeal  of  the  law  of  demand  and  supply. 

Finally,  should  the  states  regulate  the  amount  of  surplus 
which  the  life  insurance  companies  may  accumulate? 
Before  they  do  so,  they  will  have  to  decide  how  much  sur- 
plus a  company  ought  to  have.  It  was  suggested  in  the 
report  of  the  Wisconsin  special  committee  on  insurance 
that  4  per  cent,  would  be  about  the  right  amount.  The 
legislature  of  New  York  thought  that  5  per  cent,  was  the 
proper  amount  for  large  companies,  and  so  enacted.2    In 

1  Mr.  D.  P.  Fackler  in  an  address  before  the  commissioners  of 
insurance  in  convention  at  St.  Paul,  1892,  gave  arguments  in  favor  of 
regulation.  See  also,  Report  of  New  York  Legislative  Investigating 
Committee,  p.  297. 

1  Insurance  Laws,  1906,  section  87. 
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less  than  a  year  events  proved  that  it  was  a  very  good 
thing  that  the  companies  had  more.  If  they  had  not  pos- 
sessed on  January  1,  1907,  through  past  accumulations,  a 
greater  surplus  than  5  per  cent,  of  liabilities,  and  if  the 
insurance  laws  of  the  state  had  been  strictly  enforced,  we 
would  probably  have  had,  by  December  31, 1907,  the  spec- 
tacle of  large  companies  placed  in  the  hands  of  receivers.1 
The  amount  of  surplus  needed  depends  upon  the  character 
of  assets,  and  the  states  might  well  leave  its  amount  to 
be  determined  by  the  men  who  are  responsible  for  the 
safe  conduct  of  the  business. 

What  then  is  our  conclusion  concerning  state  regulation? 
It  has  failed  to  prevent  abuses  in  management;  it  has  not 
succeeded  in  keeping  companies  from  failing.  The  laws 
have  attempted  too  much.  Many  of  them  have  been 
useless;  some  of  them  have  been  harmful  to  the  business 
and  to  the  public;  and  some  of  them  positively  dangerous. 

Were  there  not  abuses  which  were  really  serious?  Yes. 
Well,  why  not  remedy  them?  Every  one  who  has  the  best 
interests  of  the  business  at  heart  believes  in  remedying 
them.  Some  insurance  men  are  asking  for  the  repeal  of 
the  present  restrictive  laws,  not  because  these  laws  are 
bad  in  principle,  but  because  the  laws  place  obstacles  in 
the  way  of  their  ambitions.  These  men  want  the  laws 
repealed  in  order  that  the  business  may  be  carried  on 
again  under  the  conditions  which  existed  prior  to  1905. 
It  is  not  the  purpose  of  this  paper  to  advocate  a  repeal 
of  the  insurance  laws  for  any  such  purpose.  It  is  devoutly 
hoped  that  many  of  the  conditions  existing  in  the  insurance 
business  prior  to  1905  have  passed  away  forever. 

These  restrictive  laws  are  opposed  because  they  are 
wrong  in  principle,  and  are  bound  to  injure  the  legitimate 

1  The  danger  of  technical  insolvency  resulting  from  a  temporary 
decline  in  the  market  prices  of  bonds  has  been  removed  by  the 
authorisation  of  the  amortization  plan  of  valuing  bonds.  Laws  of 
New  York,  1909,  Chapter  301.  W.  EL  P. 
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interests  in  the  insurance  business,  while  all  the  good 
which  they  can  accomplish  could  be  accomplished  in  some 
other  way.  This  other  way  has  been  suggested  by  others, 
but  since  it  has  not  been  adopted,  it  should  be  urged  again. 
There  is  good  reason  for  believing  that  if  laws  were  passed 
securing  real  publicity  and  proper  responsibility,  prac- 
tically all  the  other  laws  limiting  and  restricting  the  insur- 
ance business  could  be  repealed.1 

It  is  urged  against  such  a  simple  remedy  that  we  have 
had  publicity  in  the  insurance  business  for  years  and  years, 
and  that  if  it  were  such  a  panacea,  it  would  have  had  better 
results.  Some  good  results  have  come  from  publicity,  but 
the  trouble  is,  in  spite  of  assertions  to  the  contrary,  that 
we  have  not  had  publicity.  To  be  sure,  there  have  been 
annual  reports  of  each  company  published  by  the  state, 
and  investigations  of  companies  by  state  officials,  but 
until  the  last  year  or  so  very  little  has  been  published 
that  the  companies  have  not  wanted  published.  The 
public  has  relied  upon  the  state  departments  of  insurance 
for  information  regarding  the  insurance  companies  trans- 
acting business  in  the  state,  and  these  departments  have 
not  succeeded  in  giving  the  facts.  Every  state  has  created 
a  separate  department  to  look  after  the  insurance  interests 
of  the  commonwealth,  and  has  endowed  this  department 
with  power  to  investigate  companies  and  to  publish  a 
report  of  the  findings.  Either  these  departments  of  insur- 
ance have  not  found  out  the  facts  in  company  manage- 
ments, or,  having  found  the  facts,  have  not  revealed  them 
to  the  public. 

Nowhere  in  our  public  life  can  be  found  better  examples 
of  inefficiency  than  in  our  state  departments  of  insurance. 
The  reason  for  this  is  not  difficult  to  discover.  Like  all 
the  other  state  positions,  they  have  been  made  the  spoils 

1  The  value  of  publicity  and  responsibility  in  the  insurance  busi- 
ness was  suggested  many  years  ago  by  Mr.  Finch  of  Indiana  in  an 
address  before  the  National  Convention  of  Insurance  Commissioners, 
held  at  Harrisburg,  Pa.,  September,  1876. 
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of  the  politician.  In  a  score  of  states,  the  commissioner 
of  insurance,  as  the  head  of  the  department  of  insurance 
is  usually  called,  is  elected  by  a  direct  vote  of  the  people.1 
Under  such  a  condition,  the  official  is  bound  to  be  a  poli- 
tician. In  several  other  states  he  is  elected  by  the  legis- 
lature, and  in  the  remaining  states  he  is  appointed  by  the 
governor,  in  each  case  with  no  better  results  than  when 
elected  directly  by  the  people. 

To  illustrate  the  political  degeneracy  of  the  office,  a 
description  of  the  organization  of  a  department  of  insur- 
ance in  one  of  the  states  may  not  be  out  of  place.  This 
department  at  the  time  referred  to  employed  fifteen  men, 
besides  a  number  of  stenographers.  The  head  of  the 
department  was  a  noted  politician  in  the  state,  who,  after 
a  year's  tenure  of  office,  had  not  yet  taken  the  trouble  to 
read  the  insurance  laws  or  to  post  himself  with  regard  to 
the  requirements  of  the  reports  which  his  department  was 
expected  to  secure  from  the  companies.  The  attorney 
for  the  department,  although  on  a  regular  salary,  found 
little  time  to  give  to  his  work,  since  a  political  campaign 
was  on  that  year  and  his  chief,  the  governor,  needed  help. 
The  chief  clerk,  on  a  salary  of  $3000  per  annum,  came 
down  to  the  department  each  morning  to  open  the  mail, 
a  task  the  two  negro  janitors  might  have  performed  very 
creditably,  and  did  perform  when  it  was  stormy.  Similarly, 
throughout  the  department,  there  were  men  with  official 
titles  who  knew  nothing  about  the  insurance  business, 
rendering  no  service,  but  drawing  good  salaries.  In  the 
rear  room  were  three  men  who  were  the  insurance  brains 
of  the  whole  department.  Holding  office  during  succes- 
sive administrations,  no  commissioner  dared  to  discharge 
them,  for  without  their  aid  not  even  the  routine  of  the  de- 
partment could  be  carried  through.3 

1  In  a  few  states  only  is  the  commissioner  of  insurance  as  such  elected 
by  the  people ;  in  a  large  number  of  states,  however,  some  state  official, 
who  is  elected  by  a  direct  vote  of  the  people,  is  ex-officio  insurance 
commissioner. 

*  Since  one  of  the  charges  which  Governor  Hughes  brought  against 
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So  it  is  in  most  of  the  states.  To  be  sure,  now  and  then 
an  able  man  has  been  given  the  position  of  commissioner 
of  insurance,  but  most  of  the  commissioners  have  been 
amply  able  politicians.  Even  the  able  commissioners 
have  not  succeeded  in  accomplishing  much,  for  the  tenure 
of  office  is  short,  and  time  has  not  been  given  to  learn  the 
details  of  a  very  technical  business.  The  able  helpers  in 
the  rear  office  have  done  what  they  could  to  protect  and 
foster  the  insurance  interests  of  the  state,  but,  without 
authority,  they  have  not  exercised  much  influence.  They 
can  only  make  recommendations  to  the  head  of  the  depart- 
ment, who  decides  concerning  these  according  to  the  way 
in  which  his  political  life  will  be  influenced.  This,  in  gen- 
eral, is  the  kind  of  state  departments  which  we  have  had, 
and  now  have,  to  administer  the  insurance  laws. 

The  states,  in  giving  to  the  departments  of  insurance  the 
power  to  make  an  investigation  of  the  companies  whenever 
they  saw  fit,  had  the  idea  that  the  departments  would 
watch  the  companies  carefully,  and  would  make  searching 
investigations  of  the  affairs  of  the  different  companies  to 
see  that  no  irregularities  took  place.  How  differently  has 
state  supervision  worked  out  in  practice!  In  many  cases 
there  has  been  no  investigation  into  a  company's  affairs 
until  the  public  demand  for  such  an  investigation  has 
grown  so  insistent  that  the  department  could  not  longer 
remain  inactive.1  Many  of  the  abuses  revealed  by  the 
Armstrong  committee  were  common  knowledge  to  insur- 
ance men  as  early  as  1903.  Syndicate  operations,  year-end 
transactions,  use  of  money  to  help  out  other  enterprises,  — 
all  these  evils  were  freely  hinted  at  in  insurance  circles. 
Under  such  circumstances,  it  was  the  duty  of  the  insurance 
departments  to  make  thorough  investigations  of  those 
companies  under  suspicion.    Instead  of  doing  so,  the  New 

Mr.  Keleey  was  that  he  had  not  yet  read  the  insurance  laws,  although 
having  been  in  office  nearly  a  year,  it  might  be  well  to  state  that  the 
description  here  given  does  not  refer  to  the  New  York  department. 
1  The  Insurance  Spectator,  Volume  LV,  p.  295. 
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York  department  held  back,  and  it  was  not  until  the  public 
had  become  thoroughly  aroused  by  the  disclosures  made 
in  the  family  quarrel  in  one  company  that  finally  the  super- 
intendent of  insurance  bestirred  himself. 

Even  in  the  cases  where  the  insurance  departments  have 
made  investigations,  these  investigations  have  not  meant 
much.  Sometimes  thorough  examinations  have  been 
made;  more  often  the  examinations  have  been  largely  a 
farce.  When  an  examination  is  made,  the  laws  give  the 
commissioners  the  privilege  of  making  public  only  such 
portions  of  their  findings  as  each  may  deem  fit.  Under 
such  a  law,  a  thorough  examination  has  not  much  terror 
to  evil-doers.  Pressure  can  be  brought  to  bear  upon  a 
complacent  commissioner  to  publish  nothing  disagreeable. 
The  management  promises  to  reform,  the  commissioners 
agree  that  nothing  more  could  be  done  if  the  findings  were 
made  public.  The  result  is  that  disagreeable  things  are 
covered  over,  and  no  one  is  the  wiser. 

Under  such  circumstances,  it  is  not  strange  that  there 
has  been  some  mismanagement.  Really,  the  only  wonder 
is  that  there  has  not  been  more,  for  it  must  be  remem- 
bered that  notwithstanding  the  searching  investigations 
which  have  been  made  into  insurance  affairs  during  the 
past  several  years,  very  little  actual  stealing  has  been 
found.  That  this  has  been  true  speaks  well  for  the  high 
character  in  general  of  the  men  in  charge  of  these  great 
trust  interests. 

However,  the  weak  managers,  the  inefficient  managers, 
the  wrong-doing  managers,  must  be  eliminated  from  the 
business.  To  accomplish  this  result,  there  must  be  pub- 
licity. Are  there  campaign  contributions?  Find  it  out. 
Are  some  of  the  officials  engaging  in  syndicate  operations 
at  the  expense  of  the  policy-holders?  Find  it  out.  Are 
some  companies  depositing  large  amounts  in  trust  com- 
panies to  make  those  companies  profitable?  Find  it  out. 
Are  some  of  the  managers  so  inefficient  that  they  cannot 
get  business  in  any  other  way  than  by  paying  twice  as 
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much  for  it  as  other  managers  are  paying?  Find  it  out. 
The  policy-holders  have  delegated  to  the  state  the  duty  of 
finding  out  these  things.  The  state  should  find  them  out, 
and  having  found  them  out  should  publish  all  the  facts. 
That  would  be  real  publicity. 

Opponents  of  this  policy  say  that  since  no  one  reads  the 
insurance  reports,  there  is  no  use  of  publishing  in  them  so 
many  facts.  It  is  true  that  the  general  public  takes  but 
little  interest  in  insurance  matters,  save  in  a  time  of  great 
exposures,  but  it  is  a  mistake  to  assume  that  no  one  reads 
the  annual  reports  of  the  insurance  department.  The 
most  vigilant  lot  of  men  in  the  country  are  studying  these 
reports  —  the  agents  of  rival  companies.  They  are  look- 
ing for  faults  of  management  in  other  companies,  and  if 
there  were  real  publicity  of  the  insurance  business,  the 
mismanaged  companies  would  go  to  the  wall  quickly  or 
reform  their  methods  of  doing  business.  Just  to  show 
what  a  little  publicity  will  accomplish,  let  us  consider  the 
action  of  a  large  company  a  few  years  ago.1  The  company 
was  a  good  one,  but  it  was  not  accustomed  to  giving  large 
surrender  values  to  lapsing  policy-holders.  One  year  a 
few  of  the  states  demanded  that  the  companies  report  how 
large  a  per  cent,  of  the  reserves  they  gave  to  lapsed  policies. 
The  next  year  this  company  practically  doubled  the  amount 
it  had  given  heretofore.  It  could  not  afford  to  allow  rival 
agents  that  weapon  against  it.  If  a  little  publicity  will 
secure  such  a  reform,  it  is  easy  to  see  that  full  publicity 
will  bring  great  results. 

Along  with  publicity  must  go  responsibility.  The  day 
of  the  trustee  who  lends  his  name  to  dignify  the  literature 
of  a  life  insurance  company,  and  expects  to  give  nothing 
else,  cannot  pass  away  too  quickly.  In  theory,  the  trustees 
are  supposed  to  watch  carefully  the  conduct  of  the  execu- 
tive officials,  and  to  pass  upon  the  general  business  plans 
to  be  pursued.    No  one  expects  them  to  manage  the  com- 

1  Report  of  the  Wisconsin  Insurance  Investigating  Committee, 
p.  207. 
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panies,  — that  is  the  work  of  the  executive  officials;  but 
the  insuring  public  does  expect  these  bodies  of  trustees  to 
know  perfectly  well  what  is  going  on  within  the  company. 
That  the  trustees  have  not  known  what  was  going  on  has 
been  amply  demonstrated.  If  a  trustee  has  been  more 
than  ordinarily  conscientious,  he  has  attended  the  monthly 
meetings  of  the  board.  He  has  listened  to  the  report  of 
the  officials,  comparing  the  month's  business  with  the  busi- 
ness of  the  same  month  a  year  before,  has  approved  reports 
of  finance  and  other  committees,  perhaps  has  asked  a  few 
questions,  and  then  has  gone  away  none  the  wiser.  What 
he  has  learned  about  the  actual  condition  of  the  company 
is  whatever  the  officials  have  chosen  to  tell  him.  The 
whole  system  is  largely  a  farce,  and  one  can  only  wonder 
that  business  life  will  tolerate  such  conditions. 

The  practice  ought  to  be  changed.  Make  the  trustees 
something  more  than  dignified  figure-heads.1  Since  it  is 
the  function  of  trustees  to  know  what  is  going  on  in  their 
company,  make  them  know.  This  could  be  accomplished 
by  a  very  simple  law.  Make  it  obligatory  for  the  trustees, 
or  at  least  a  committee  of  the  trustees,  to  sign  the  annual 
report  of  the  company,  and  then  hold  these  men  legally 
responsible  for  any  misstatement  contained  in  the  report. 
What  would  be  the  result?  Before  the  committee  of 
trustees  would  sign  the  report  they  would  make  a  searching 
investigation  of  the  affairs  of  the  company,  or,  more  prob- 
ably, would  call  in  professional  accountants  to  make  such 
an  investigation  as  would  reveal  the  true  state  of  affairs. 
Thus,  such  a  law  would  accomplish  two  good  results;  it 
would  make  the  trustees  familiar  with  the  operations  of 
the  company,  and  it  would  insure  to  the  public  true  annual 
reports. 

As  an  indication  of  the  need  of  such  investigations  into 
a  company's  affairs  by  capable  men,  the  experience  of  a 

1  This  question  is  discussed  at  length  in  an  article  by  the  author  on 
"The  Control  of  Life  Insurance  Companies,"  Journal  of  Political 
Economy,  November,  1907. 
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large  company  a  few  years  ago  may  be  cited.  Certain 
changes  in  the  office  force  made  it  desirable  that  an  exten- 
sive investigation  be  made  into  the  company's  affairs.  A 
well-known  firm  of  accountants  was  employed,  and  the 
officials  of  the  company  themselves  were  surprised  at  many 
of  the  revelations  made.  There  had  not  been  much  actual 
dishonesty,  but  the  officials  did  not  know  the  business. 
They  had  known,  in  a  general  way,  the  total  expenditures 
and  total  receipts,  and  that  so  much  was  going  for  agency 
expenses  and  so  much  somewhere  else,  but  of  what  ex- 
penditures were  paying  and  what  were  not,  they  were 
ignorant.  Thus  a  law  securing  responsibility  might  not 
only  secure  good  moral  management;  it  might  secure 
more  efficient  management. 

The  simplest  and  best  remedy  then  for  the  abuses  in 
insurance  management  is  publicity  and  responsibility.  To 
whom  shall  we  look  to  give  the  public  this  sort  of  legisla- 
tion? The  individual  states  could  follow  out  the  suggestions 
which  have  been  made  in  this  paper,  and  it  is  to  be  hoped 
that  they  may  adopt  them.  But  if  we  are  ever  to  have  a 
comprehensive  solution  of  the  problem  of  legal  regulation 
of  the  insurance  business  in  this  country,  it  will  have  to 
come  through  supervision  by  the  federal  government. 

The  history  of  the  insurance  business  in  this  country  is 
pretty  well  known.  The  companies  started  as  local  con- 
cerns, and  as  such  they  took  out  state  charters,  thus  com- 
ing under  the  jurisdiction  of  the  state  incorporating  them. 
However,  the  companies  soon  found  it  convenient  to 
expand  into  other  states.  Such  expansion  was  necessary 
to  secure  a  wide  distribution  of  risks  and  to  secure  the  econo- 
mies of  business  on  a  large  scale.  That  this  expansion  is 
desirable  for  a  life  insurance  company,  few  would  dispute, 
and  in  the  case  of  a  fire  insurance  company  it  is  absolutely 
essential.  Thus,  some  of  the  companies  have  come  to  do 
business  in  practically  all  the  states,  and  all  the  companies 
are  writing  insurance  in  a  number  of  states.  With  a  sys- 
tem of  supervision  by  the  individual  states,  not  only  is 
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each  company  under  the  jurisdiction  of  the  state  which 
chartered  it,  but  it  is  also  under  the  jurisdiction  of  each 
state  in  which  it  writes  policies. 

Under  such  a  condition,  even  if  we  had  the  very  best 
state  supervision  possible,  there  would  be  trouble.  The 
business  of  a  life  insurance  company  is  a  unit;  it  cannot 
be  divided  up  into  forty-six  different  pieces.  Therefore, 
when  any  state  begins  to  make  regulations  concerning  the 
business  of  one  of  the  companies,  it  is  legislating  for  the 
whole  country.  This  would  not  be  so  bad  if  each  state 
would  make  the  same  laws,  but  they  do  not  and  they 
never  will.  A  problem  of  a  course  of  action  put  to  forty- 
ox  good  and  wise  men  will  be  solved  in  forty-six  different 
ways.  Similarly,  if  the  problem  of  supervising  the  insur- 
ance business  is  put  to  forty-six  legislatures,  no  matter 
how  intelligent  and  broad-minded  those  legislatures  may 
be,  we  are  going  to  have  forty-six  different  solutions. 
Witness  the  New  York,  Massachusetts,  and  Wisconsin 
laws  enacted  to  remedy  the  abuses  revealed  by  the  Arm- 
strong committee.  One  would  be  rash  in  saying  that  the 
legislatures  of  these  states  went  about  their  work  with  an 
open  mind,  but  in  general  there  was  a  fairly  honest  endeavor 
to  get  at  some  solution  of  the  difficulties.  All  three  legis- 
latures struggled  with  the  same  problem,  yet  each  reached 
a  radically  different  solution  as  to  the  proper  way  to  super- 
vise the  business  so  as  to  prevent  a  recurrence  of  the  evils. 
So  it  has  been  for  half  a  century.  Each  state  has  gone 
ahead  and  enacted  laws  regulating  the  insurance  business 
without  giving  much  consideration  to  what  the  sister  states 
were  doing.  Sometimes  the  laws  passed  in  various  states 
have  been  contradictory,  but  even  when  they  have  not  been 
contradictory,  they  have  imposed  many  hardships  upon  the 
companies.  Therefore,  because  it  is  a  good  thing  for  the 
public  that  a  company  should  do  business  in  every  state, 
and  since  the  business  of  a  company  is  a  unit,  supervision 
by  the  federal  government  would  still  be  preferable  to  the 
system  of  state  supervision  working  at  its  very  best. 
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However,  we  must  not  compare  federal  supervision  with 
ideal  supervision  by  the  individual  states,  but  with  state 
supervision  as  it  actually  works  out  in  practice.  To  have 
the  best  state  supervision  it  would  be  necessary  to  have 
legislatures  free  from  prejudice.  We  do  not  have  such 
legislatures.  They  are  composed  of  politicians  whose 
success  often  depends  upon  their  catering  to  local  interests. 
They  do  not  go  about  the  task  of  finding  out  what  is  the 
best  thing  to  do  for  the  insurance  business  in  general, 
but,  actuated  by  narrow  motives,  enact  laws  designed  to 
favor  their  own  particular  state.  Supposedly,  these  laws 
are  for  the  best  interests  of  the  people  of  the  state  which 
enacts  such  laws,  but  granted  that  they  are,  does  any 
state  have  the  right  to  pass  such  laws  as  will  interfere  with 
the  business  of  legitimate  corporations  of  other  states, 
and  injure  the  citizens  of  other  states?  This  question  is  as 
old  as  the  country,  but  the  sooner  it  is  answered  in  the 
negative  concerning  insurance  affairs  the  better  it  will  be 
for  the  public. 

The  feeling  of  animosity  shown  by  many  of  the  states 
towards  the  insurance  companies  of  other  states  has 
resulted  in  so  much  hostile  legislation  that  the  big  problem 
before  us  is  not  to  protect  the  people  from  this  class  of 
corporations,  but  to  protect  these  great  institutions  against 
the  people.  Hostile  insurance  legislation  has  cost  this 
country  far  more  than  has  mismanagement  of  insurance 
companies. 

While  much  harm  is  done  to  the  insurance  business 
because  of  the  jealousy  among  the  states,  the  abatement 
of  that  hostility  brings  out  other  weaknesses  in  state  super- 
vision. As  has  already  been  pointed  out,  if  there  is  to  be 
any  effective  publicity  in  insurance  affairs,  the  supervising 
officials  must  make  searching  investigations  into  the  affairs 
of  the  companies.  Under  the  system  of  state  supervision, 
which  state  shall  make  these  examinations?  Shall  it  be 
the  duty  of  every  state  in  which  the  company  does  business 
to  make  such  an  investigation?  If  all  the  states  should 
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do  so,  the  insurance  companies  would  have  time  for  little 
other  than  examinations.  In  the  early  history  of  super- 
vision, there  was  a  great  deal  of  examining  done  by 
each  state  of  companies,  no  matter  where  chartered.  It 
became  such  an  intolerable  nuisance,  however,  that  there 
has  grown  up  a  sort  of  custom  among  state  insurance 
departments,  called  state  comity.  Under  this  official  cus- 
tom, each  department  tacitly  allows  the  state  in  which 
any  company  is  incorporated  to  investigate  the  financial 
soundness  of  that  company.  In  substance  each  official 
says  to  the  others,  you  let  me  manage  the  companies  of 
my  state,  and  in  return  I  will  let  you  manage  your  com- 
panies. Such  a  solution  of  this  difficulty  was  necessary, 
but  what  is  the  result?  Simply  that  the  whole  country  is 
more  or  less  at  the  mercy  of  the  insurance  official  of  one 
state.  Frequently  it  has  happened  that  certain  officials 
have  had  charge  of  important  companies  and  have  neg- 
lected their  duties,  yet  the  other  commissioners,  bound 
by  custom,  have  been  forced  to  stand  by  and  allow  the 
companies  to  pursue  their  wrong  course  undisturbed.1  This 
is  bad  for  the  business;  it  is  bad  for  the  country;  the 
remedy  is  national  supervision. 

Very  few  are  in  favor  of  national  supervision  of  the  insur- 
ance business  unless  it  means  an  end  to  state  interference 
with  interstate  business.  To  have  the  state  departments 
remain  with  all  their  present  powers,  and  to  add  to  these 
a  national  department  of  insurance,  would  simply  be 
complicating  an  already  very  complicated  situation.  If 
national  supervision,  however,  would  mean  an  end  to 
state  supervision  over  interstate  insurance,  there  are  very 
few  who  understand  the  business  who  would  not  welcome 
the  change.  The  change  ought  to  be  made.  It  is  a  cer- 
tainty that  state  supervision  will  never  be  able  to  cope 

1  For  examples  of  how  this  works  out  in  practice,  see  address  of 
Colonel  Hahn,  Insurance  Commissioner  of  Ohio,  Transaction*  of  the 
National  Convention  of  Insurance  Commissioners,  1895;  also  Journal 
of  Insurance  Economics,  1905,  Volume  XII,  p.  113. 
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with  the  situation.  It  is  not  a  question  as  to  whether  one 
is  a  believer  in  states'  rights  or  a  disbeliever.  It  is  simply 
a  question  as  to  whether  we  are  going  to  have  efficient  gov* 
ernmental  supervision  over  this  important  business. 

Besides  the  great  advantage  which  national  supervision 
would  enjoy  over  state  supervision  in  securing  publicity 
and  in  putting  an  end  to  selfish,  sectional  legislation,  there 
would  be  incidental  benefits  of  great  importance.1 

1.  There  would  be  a  great  direct  saving  in  expense  over 
the  present  system.  It  is  wasteful  to  have  forty-six  depart- 
ments each  duplicating  the  work  of  the  other.  Forty-six 
voluminous  reports  are  issued  each  year,  all  containing 
practically  the  same  information.  Forty-five  forty-sixths 
of  this  is  unnecessary,  and  would  be  done  away  with  under 
national  supervision,  resulting  in  the  saving  of  several 
million  dollars  annually. 

2.  National  supervision  would,  it  is  hoped,  result  in  a 
more  equitable  system  of  taxing  the  insurance  business. 
Under  the  system  of  state  taxation,  the  man  who  pays  his 
premiums  into  a  life  insurance  company  is  frequently 
taxed  twice,  and  in  some  cases  three  times.  That  such 
burdens  should  be  placed  upon  men  because,  having  to 
provide  for  their  families,  they  must  needs  have  recourse 
to  life  insurance,  is  a  national  disgrace,  excused  only  on 
the  ground  of  ignorance  of  the  real  nature  of  the  business. 
Since  much  of  this  taxation  is  the  result  of  jealous  fear  of 
the  states  that  the  others  are  profiting  through  the  insur- 
ance business  at  their  expense,  national  supervision  would 
probably  bring  at  least  partial  relief  from  this  burden. 

Some  have  objected  to  national  supervision  on  the  ground 
that  the  insurance  laws  enacted  by  Congress  for  the  Dis- 
trict of  Columbia  are  about  the  worst  on  record.1    The 

1  For  a  discussion  of  the  value  of  national  supervision  in  Canada, 
see  an  article  by  Mr.  Frank  Sanderson,  Transactions  of  (he  Actuarial 
Society  of  Edinburgh,  Volume  HI,  p.  171. 

*M.  H.  Robinson,  "Government  Regulation  of  Insurance/'  Papers 
and  Discussions  of  the  Nineteenth  Annual  Meeting  of  the  American 
Economic  Association,  p.  149. 
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laws  for  the  District  are  bad,  but  this  does  not  mean  much. 
It  takes  time,  energy,  and  ability  to  work  out  a  code  of 
laws  regulating  so  technical  a  business  as  that  of  life  insur- 
ance, and  it  is  easy  to  see  that  while  Congress  would  not  be 
willing  to  give  much  thought  to  a  code  applying  only  to 
the  District  of  Columbia,  the  situation  would  be  entirely 
changed  if  the  question  involved  the  insurance  business 
of  the  whole  country.  In  one  case,  a  few  hundred  thousand 
people,  with  no  representative  in  Congress,  are  involved; 
in  the  other,  eighty  millions  are  concerned.1 

Finally,  is  national  supervision  possible?  This  has  been 
a  question  of  warm  discussion  during  the  last  ten  years. 
A  careful  study  of  the  decisions  of  the  United  States  Su- 
preme Court  would  seem  to  indicate  that  national  super- 
vision of  the  insurance  business  can  come  only  through 
an  amendment  to  the  Constitution,  which  makes  the 
situation  nearly  hopeless.  However,  notwithstanding  the 
definiteness  of  the  decisions  of  the  Supreme  Court,  there 
are  two  grounds  for  believing  that  national  supervision 
may  yet  be  possible.  In  the  first  place,  all  the  decisions 
rendered  by  the  court  have  arisen  from  cases  dealing  with 
state  law.  Congress  has  never  passed  a  law  regulating  the 
business,  and  in  our  theory  of  government,  a  power  not 
exercised  by  the  national  government  is  left  to  the  indi- 
vidual states.  If  Congress  would  once  exercise  control 
over  the  insurance  business,  the  Supreme  Court  very  pos- 
sibly might  uphold  the  action  as  constitutional.  The 
other  ground  on  which  to  base  hope  for  federal  super- 
vision lies  in  a  possible  change  of  mind  on  the  part  of  the 
Supreme  Court.  Conditions  change,  the  personnel  of  the 
court  changes.  With  these  changes,  the  court  several 
times  has  found  occasion  exactly  to  reverse  previous 
decisions.3    It  is  not  unreasonable  to  hope  that  now,  since 

1  For  further  objection  to  national  supervision,  aee  E.  P.  Marshall, 
Transactions  of  the  Actuarial  Society  of  America,  Volume  V,  Number 
19,  p.  242. 

*  The  Supreme  Court  has  reversed  previous  decisions  regarding  the 
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insurance  has  become  of  such  national  importance,  the 
court  may  change  its  decision  regarding  the  power  of  the 
states  to  supervise  this  business. 

Summing  up  then  the  main  contentions  of  this  paper, 
the  conclusion  is  that  the  indictment  against  state  super- 
vision can  be  sustained.  It  has  failed  seriously  in  the  half 
century  that  it  has  been  on  trial.  This  failure  has  been 
due  partly  to  the  fact  that  the  states  have  directed  their 
activities  along  wrong  lines,  and  partly  to  the  fact  that 
there  are  conflicting  interests  among  the  states.  The 
remedy  which  has  been  suggested  is  in  laws  securing  pub* 
licity  and  responsibility,  these  laws  to  be  enforced  by  a 
national  department  of  insurance. l 

legal  tender  qualities  of  greenbacks,  the  constitutionality  of  income 
taxes,  the  citizenship  of  corporations,  and  the  power  of  railroads  to 
obstruct  navigation  on  streams. 

1  This  article  deals  with  many  matters  of  controversy.  For  a  different 
view  as  to  the  propriety  of  legislation  against  certain  forms  of  investment 
for  insurance  funds,  particularly  corporation  shares,  collateral  trust 
bonds,  and  underwriting  participations,  see  Final  Report  of  the  New  York 
Legislative  Insurance  Investigating  Committee,  1905  (commonly  known 
as  the  Armstrong  Report). 

A  different  view  on  the  regulation  of  expenses  for  procuring  new 
business  is  presented  in  Chapter  XIII,  above. 

For  a  more  friendly  attitude  toward  state  insurance  regulation,  and  a 
sceptical  review  of  the  agitation  for  federal  supervision,  see  "State 
Supervision  of  Insurance  Companies,"  by  S.  H.  Wolfe,  in  Annals  of  The 
American  Academy  of  Political  and  Social  Science,  September,  1905. 
Beside  the  constitutional  impediment,  and  the  reluctance  of  the  states 
to  give  up  their  jurisdiction,  the  advocates  of  federal  regulation  of 
insurance  will  have  to  make  their  campaign  with  the  embarrassing 
support  of  those  who  obviously  hope  for  ineffective  federal  regulation 
in  the  place  of  the  present  effective  regulation  of  some  states.  Demand 
for  a  change  proceeds  in  part  from  bad  laws,  bad  administration,  and 
lack  of  uniformity,  but  the  demand  can  also  be  traced  just  as  directly 
to  the  good  administration  of  the  Massachusetts  department,  and  the 
generally  sound  insurance  code  of  New  York.  The  public  is  not  so 
much  indifferent  as  it  is  suspicious.  The  most  practical  step  on  the 
part  of  those  who  want  state  supervision  abandoned  would  therefore 
seem  to  be  to  make  it  clear  that  not  less,  but  better,  supervision  is 
the  aim.  W.  H.  P. 
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CHAPTER  XXIH 


NECESSITY   FOB   REFOEM   OF   LIFE   INSURANCE   TAXATION1 

Last  year  the  life  insurance  companies  of  this  country 
paid  $12,000,000  to  the  states  as  the  share  which  the 
holders  of  life  insurance  policies  should  contribute  through 
the  companies  to  the  expenses  of  government.  A  number 
of  methods  were  used  by  the  states  in  collecting  this  amount. 
Two  millions  were  secured  by  means  of  fees  levied  primarily 
for  the  purpose  of  supporting  the  state  insurance  depart- 
ments. The  rest  was  collected  through  taxes  levied  on 
all  the  assets,  or  on  part  of  them,  and  to  a  much  greater 
extent  by  means  of  taxes  levied  upon  gross  or  net  pre- 
miums collected  by  the  companies.  The  problem  before 
us  is  to  determine  whether  this  tax  should  be  levied  on 
life  insurance,  and  if  it  should,  whether  the  ways  in  which 
the  tax  is  imposed  are  best  adapted  to  secure  justice,  as 
far  as  possible,  to  every  one  concerned. 

Much  of  the  discussion  which  has  hitherto  taken  place 
on  the  subject  of  insurance  taxation  has  not  accomplished 
much.  On  one  side  have  been  arraigned  those  favoring 
the  imposition  of  heavy  taxes  on  the  life  insurance  business, 
and  on  the  other  those  who  have  taken  the  standpoint  that 
no  taxes  on  insurance  should  be  imposed  whatever.  Now 
it  is  always  of  great  advantage  in  clearing  up  a  knotty 
problem  such  as  this  one  of  insurance  taxation  to  find  out 
as  well  as  we  can  what  are  the  motives  actuating  those 

1  By  Lester  W.  Zartman.  Reprint  of  a  speech  delivered  before  the 
second  annual  meeting  of  the  Association  of  Life  Insurance  Presidents 
and  printed  in  the  proceedings  of  that  meeting,  1906. 
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who  are  advocating  various  lines  of  action.  Let  us  find 
this  out  in  the  present  case.  In  the  first  place,  upon  what 
have  the  advocates  of  insurance  taxation  based  their 
claim  that  the  states  ought  to  levy  such  a  tax?  A  careful 
study  of  the  situation  will  reveal  four  different  reasons. 
They  are,  first:  the  belief  that  in  many  cases  some  tax 
ought  to  be  levied  on  the  insurance  business  in  order  to 
do  justice  as  between  all  the  citizens  of  the  state.  The 
ideal  of  legislators  is  to  place  taxes  so  that  they  will  bear 
equally  upon  all  citizens  of  the  state.  To  secure  this 
object,  they  have  believed  that  a  tax  ought  to  be  levied 
upon  the  insurance  business  in  some  way,  and  have  adopted 
the  present  systems  as  expedient  methods.  The  second 
reason  why  taxes  are  levied  on  insurance  is  that,  in  the  way 
in  which  they  are  imposed,  the  tax  is  easy  to  collect.  Sup- 
pose that  a  tax  placed  upon  insurance  corporations  does 
fall  ultimately  upon  the  policy-holders,  as  is  claimed  by 
insurance  experts,  the  policy-holders  do  not  know  it,  and 
if  they  do,  they  are  unaware  of  the  extent  of  the  burden. 
In  other  words,  a  tax  on  insurance  is  an  indirect  tax  and 
as  such  possesses  all  those  characteristics  which  make 
an  indirect  tax  so  pleasing  to  the  legislator  whose  tenure 
of  office  depends  upon  his  pleasing  his  constituents.  The 
third  reason  why  heavy  taxes  are  imposed  upon  insurance 
is  popular  ignorance  as  to  the  true  nature  of  level  premium 
life  insurance.  Despite  all  attempts  which  have  been 
made  towards  educating  the  people  in  life  insurance  matters, 
it  is  perhaps  not  too  much  to  say  that  ninety-five  out  of 
every  one  hundred  people,  yes,  even  more,  do  not  under- 
stand why  it  is  necessary  to  accumulate  a  reserve.  The 
public  sees  millions  of  assets  accumulating  in  the  posses- 
sion of  a  corporation.  What  more  fit  subject  for  taxation 
than  this?  The  legislator  who  may  or  may  not  know  the 
reason  why  the  reserves  are  accumulating  is  only  too 
ready  in  most  cases  to  gratify  the  popular  demand  that 
the  business  should  be  taxed.  Lastly,  the  reason  why 
heavy  taxes  are  imposed  upon  life  insurance  is  that  in 
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many  states  the  business  is  carried  on  almost  entirely  by 
foreign  corporations,  that  is,  corporations  created  by  other 
states.  In  most  of  the  states,  a  domestic  corporation  is 
none  too  popular;  the  foreign  corporation  is  an  enemy 
which  should  be  hurt,  and  especially  when  it  is  one  which 
is  supposedly  taking  millions  of  dollars  out  of  the  state 
each  year.  Such  a  corporation  in  the  popular  judgment 
should  be  heavily  taxed. 

It  is  not  maintained  that  whenever  a  tax  has  been  im- 
posed on  insurance  that  every  legislator  who  voted  for 
the  tax  was  actuated  by  all  four  of  these  motives.  Some 
have  believed  in  a  tax  for  one  reason,  some  for  another. 
My  object  has  been  simply  to  indicate  that  no  one  cause 
has  been  back  of  the  action  taken. 

Three  of  these  reasons  for  taxing  the  insurance  business 
will  be  taken  up  and  discussed.  So  far  as  the  heavy  taxes 
are  due  to  popular  ignorance  of  the  necessity  of  accumu- 
lating large  reserves  in  level  premium  life  insurance,  all 
that  can  be  done  here  is  to  urge  the  spread  of  general  edu- 
cation on  the  subject.  For  this  purpose  nothing  will  be 
more  valuable  than  the  wholesale  failure  of  fraternal  life 
insurance  which  is  bound  to  come  during  the  next  twenty 
years. 

On  the  other  hand,  those  who  have  argued  most  strongly 
against  life  insurance  taxation  have  frequently  taken  a 
wrong  point  of  view.  They  have  seen  so  clearly  wherein 
life  insurance  differs  from  any  other  business,  and  have 
felt  so  keenly  the  injustice  of  the  present  methods  of  taxa- 
tion, that  they  have  urged  that  no  taxes  whatever  should 
be  imposed  upon  the  business,  irrespective  of  the  way  in 
which  other  businesses  are  taxed,  and  irrespective  of  the 
system  of  taxation  in  general.  They  are  wrong.  The 
question  of  taxing  life  insurance  cannot  be  isolated  from 
the  problem  of  taxation  in  general.  To  have  a  system  of 
taxation,  we  must  have  a  plan  which  takes  into  considera- 
tion all  other  taxes  that  are  levied.  No  man,  however 
sound  his  judgment,  or  however  great  his  reasoning  power, 
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can  work  out  an  equitable  system  of  taxing  the  railroads 
in  a  state  unless  he  also  knows  what  taxes  are  levied  on 
factories,  and  on  real  estate.  In  the  same  way,  a  method 
of  taxing  life  insurance  should  take  into  consideration  all 
other  taxes  that  are  levied  by  the  governing  units  having 
jurisdiction. 

Let  us  examine  the  situation.  We  have  seen  that  taxes 
have  been  collected  in  the  shape  of  fees,  in  the  shape  of 
taxes  on  assets  and  on  premium  income,  for  reasons  which 
have  been  stated.  In  the  first  place,  not  because  of  their 
importance,  but  mainly  to  get  the  subject  out  of  the  way, 
let  us  consider  the  fees  that  must  be  paid  by  life  insurance 
companies  to  maintain  the  supervisory  departments  of 
the  various  states.  From  time  to  time  during  the  past 
century,  the  states  found  it  necessary  to  establish  control 
over  various  kinds  of  businesses.  First  was  banking,  then 
followed  transportation  and  insurance.  In  most  cases, 
it  was  necessary  to  create  new  state  officials  to  exercise 
these  supervisory  functions.  In  order  that  the  burden 
upon  the  general  state  revenues  should  not  be  increased, 
it  was  usually  provided  that  the  new  officers  should  be 
supported  by  fees  collected  from  the  corporations  or  in- 
dividuals engaged  in  the  industries  supervised.  If  this 
system  of  fees  is  applied  to  banking,  transportation,  and 
other  specific  businesses,  then  it  should  be  applied  to  insur- 
ance. As  a  matter  of  fact,  the  fee  system  of  supporting 
supervising  departments  as  it  has  worked  out  has  not  been 
a  success,  and  cannot  be  defended.  It  has  resulted  in 
extravagant  supervision.  Fees  have  been  made  so  large 
that  with  the  great  increase  in  business  much  more  has 
been  obtained  than  is  necessary.  To  use  up  the  surplus, 
needless  offices  have  been  created,  with  the  result  that 
supervision  is  costing  much  more  than  is  necessary,  and 
much  more  than  it  would  have  cost  without  the  fee  system. 

We  now  come  to  a  consideration  of  the  taxes  levied  on 
life  insurance  for  the  support  of  government  in  general, 
that  is,  to  taxes  based  on  assets  and  taxes  based  on  pre- 
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miums.  In  this  problem,  as  has  been  pointed  out,  there 
are  two  distinct  questions:  first,  should  taxes  be  imposed 
at  all  upon  the  insurance  business,  and  secondly,  are  the 
present  methods  the  correct  methods?  Should  level  pre- 
mium life  insurance  be  taxed?  One  cannot  answer  this 
question  offhand.  It  all  depends  upon  what  the  system 
of  taxation  is  in  the  state  levying  the  tax.  This  makes 
the  problem  complicated,  for  the  system  of  taxation  varies 
greatly  in  different  states.  As  a  matter  of  fact,  however, 
the  system  of  taxation  in  use  in  most  of  the  states  is  the 
general  property  tax.  Under  a  general  property  tax  sys- 
tem, taxes  are  levied  on  the  value  of  property  as  a  basis, 
including  under  the  category  of  property  on  the  one  hand 
such  physical  things  as  real  estate,  railroads,  factories, 
stores,  warehouses,  and  goods,  and  on  the  other  hand  so- 
called  intangible  property,  namely,  rights  such  as  mort- 
gages, bonds,  and  stocks.  Without  at  this  moment  going 
into  a  discussion  as  to  whether  the  general  property  tax 
system  can  be  defended  or  not,  we  must  accept  it  as  the 
existing  condition  to  which  the  insurance  taxation  is  to 
be  adjusted.  Under  this  general  property  tax  system, 
when  an  individual  owns  real  estate  he  is  taxed  according 
to  the  value  of  the  real  estate  he  possesses.  Should  not 
the  insurance  company  which  owns  real  estate  also  be 
taxed?  No  one,  so  far  as  known,  has  had  the  temerity 
to  deny  that  it  should  not  be  so  taxed.  Then  proceed  one 
step  further.  When  an  individual  owns  mortgages,  bonds, 
and  stocks,  with  a  general  property  tax  law  in  force,  he 
is  taxed  upon  their  value.  When  these  are  owned  by  an 
insurance  company,  should  they  not  also  be  taxed  as  was 
real  estate  when  so  owned?  It  is  here  that  those  who 
oppose  insurance  taxation  refuse  to  follow. 

The  reasons  given  for  not  believing  in  taxing  insurance 
are  various.  One  says  that  it  is  a  tax  upon  liabilities. 
This  is  not  true.  What  the  state  is  aiming  at  is  to  get  at 
the  bonds  and  stocks  and  the  mortgages  for  purposes  of 
taxation.    These  assets  exist,  they  belong  to  somebody. 
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they  are  subject  to  taxation.  For  the  time  being,  the 
insurance  company  is  the  owner,  and  it  is  forced  to  pay 
the  tax. 

The  chief  argument  used  by  those  opposed  to  life  insur- 
ance taxation  is  that  life  insurance  is  a  means  of  providing 
for  the  future.  A  great  deal  is  said  of  the  widow  and  orphan 
and  that  taxes  levied  upon  insurance  are  particularly 
burdensome.  As  a  matter  of  fact  all  capital  is  laid  by 
for  the  future.  A  man  does  not  in  his  own  mind  differen- 
tiate between  the  capital  which  he  spends  for  life  insurance 
and  that  which  he  invests  in  corporation  and  other  securi- 
ties. It  is  said  that  the  man  who  pays  his  money  for  level 
premium  life  insurance  does  not  come  to  use  personally  the 
capital  which  he  saves.  This  may  be  true,  but  with  sur- 
render and  loan  privileges  in  practically  all  policies  nowa- 
days, he  may  use  for  himself  the  capital  which  he  has 
saved,  and  as  a  matter  of  fact  frequently  does  so  use  it. 
At  any  rate,  the  economic  unit  to  be  considered  is  the 
family  and  not  the  individual. 

It  will  not  avail  anything  to  say  that  taxation  dimin- 
ishes the  volume  of  life  insurance.  Undoubtedly  it  does, 
but  does  not  a  tax  on  any  industry  discourage  it?  Rail- 
road transportation  is  important  to-day,  we  could  not  have 
the  modern  organization  of  society  without  it,  there  would 
be  more  railroads  if  they  were  not  taxed,  but  most  people 
believe  that  they  ought  to  be  taxed.  Banking  is  a  bene- 
ficial business,  the  bankers  would  probably  like  to  have 
their  taxes  remitted,  to  do  so  would  encourage  the  busi- 
ness, yet  we  must  tax  the  banking  business.  We  must 
have  government.  If  we  have  it  we  must  pay  for  it. 
Taxes  are  not  a  penalty  placed  upon  a  people.  The  indi- 
vidual is  a  gainer  in  so  far  as  he  can  evade  paying  any 
part  of  the  costs  of  the  government,  but  the  people  as  a 
whole  gain  because  the  taxes  are  levied  and  paid. 

All  these  arguments  against  taxing  the  insurance  busi- 
ness are  beside  the  mark.  As  a  matter  of  fact,  under  a 
general  property  tax  system  there  is  no  reason  why  level 
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premium  life  insurance  should  not  be  taxed  in  some  way. 
Property  rights  surely  exist,  as  exemplified  by  the  accu- 
mulation of  assets  by  a  level  premium  company.  The 
general  property  tax  includes  property  rights  as  taxable 
possessions.  Therefore  in  levying  a  tax  upon  life  insur- 
ance, the  states,  so  far  as  they  are  attempting  to  bring 
insurance  taxation  into  conformity  with  the  general  prop- 
erty tax  systems,  are  justified  in  their  action. 

The  simplest  method  which  has  been  adopted  to  make 
the  insurance  tax  correspond  to  the  general  property  tax 
has  been  the  taxes  imposed  directly  upon  the  assets. 
But  a  tax  upon  assets  could  not  be  adopted  by  all  the 
states.  Successful  companies  are  located  in  a  few  states, 
the  assets  have  been  accumulated  in  the  home  office,  the 
states  from  which  much  of  them  have  been  collected  have 
not  been  able  to  get  at  these  assets,  and  so  they  have 
levied  a  tax  upon  premiums.  Notwithstanding  the  other 
arguments  which  have  been  made  in  favor  of  taxation  of 
premiums,  perhaps  the  great  underlying  reason  for  the 
almost  universal  adoption  of  the  premium  tax  and  its 
persistent  use  has  been  the  feeling  that  under  a  general 
property  tax  these  assets  ought  to  be  taxed  in  some  way. 
Why  should  they  not  be  taxed  under  a  general  property 
tax  system?  With  every  level  premium  policy  there  are 
certain  investment  features.  Level  premium  insurance 
involves  the  necessity  of  accumulating  in  the  early  years 
of  the  policy  in  order  that  the  cost  may  not  increase  in 
the  later  years.  It  is  claimed  that  it  is  the  policy-holder 
who  pays  the  tax.  That  is  true.  Why  should  he  not 
pay  it  if  the  state  in  which  he  lives  continues  in  force  the 
absurd,  mediaeval,  general  property  tax.  Take  a  con- 
crete example.  Consider  two  men,  A  and  B.  Each  has 
$600  of  income  yearly  with  which  he  wishes  to  provide 
for  the  future.  A  buys  a  natural  premium  life  insurance 
policy  for  $10,000  at  an  initial  cost  of  $120.  The  remainder 
he  uses  to  purchase  bonds.  B  buys  a  20-year  endowment 
policy  of  $10,000  from  an  insurance  company  for  $500 
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annual  premium.  The  company  uses  $120  of  the  premium 
at  the  start  to  pay  the  current  death  losses,  and  invests 
the  rest  in  precisely  the  same  kind  of  bonds  which  A  pur- 
chases. Under  a  general  property  tax  A  is  taxed  upon 
his  investment  in  bonds.  Under  the  same  system  of  taxa- 
tion should  not  B  also  be  taxed  upon  the  bonds  which  he 
has  purchased  through  the  medium  of  the  company?  If 
the  tax  burden  is  to  be  borne  according  to  ability  to  pay 
and  ability  to  pay  measured  by  what  a  man  is  worth, 
both  A  and  B  should  be  taxed  alike. 

This  is  the  answer  to  the  question,  Should  life  insurance 
be  taxed?  The  answer  is  yes,  if  we  are  to  continue  levy- 
ing a  general  property  tax,  including  under  it,  as  taxable 
objects,  mortgages,  bonds,  stocks,  and  similar  property 
rights. 

But  it  does  not  follow  from  this  that  the  ways  in  which 
the  states  have  levied  the  tax  upon  the  business  have  been 
just  or  practical.  Neither  the  tax  on  assets  nor  the  tax 
on  premiums  can  be  justified.  The  state  in  which  a  com- 
pany is  located  does  not  have  the  moral  right  to  levy  a 
general  property  tax  upon  all  the  assets  of  such  companies 
as  happen  to  have  their  home  offices  in  that  state.  No 
successful  insurance  company  has  gathered  its  assets 
even  for  the  most  part  from  the  savings  of  citizens  within 
the  state  where  it  is  located.  Its  assets  are  the  result  of 
premiums  that  it  has  collected  from  every  part  of  the 
country.  These  assets  belong  in  large  part  to  citizens  of 
other  states.  A  life  insurance  company  from  the  stand- 
point of  taxation  is  to  be  compared  to  a  trust  company 
or  a  savings  bank.  The  assets  which  it  possesses  are  de- 
posited for  the  time  being  in  the  home  office  by  the  policy- 
holders, to  be  held  until  the  policies  mature.  Few  state 
legislatures  have  gone  to  the  extent  of  taxing  a  trust  com- 
pany or  a  savings  bank  upon  its  deposits.  Why  then 
should  they  levy  a  tax  upon  the  deposits  in  a  life  insur- 
ance company?  There  would  be  more  justice  in  a  state 
taxing  its  trust  companies  upon  their  deposits,  than  taxing 
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an  insurance  company  upon  its  deposits,  since  trust  com- 
panies are  more  local  in  their  activities.  Most  of  the 
deposits  of  a  trust  company  belong  to  citizens  of  the  state 
in  which  it  is  located.  To  levy  a  tax  upon  its  deposits 
could  be  justified  on  the  ground  of  expediency  in  the 
collection  of  the  tax.  Yet  few  states  have  taxed  such 
deposits.  How  much  more  then  should  they  not  tax  the 
insurance  company  upon  its  assets  which  do  not  belong 
to  citizens  of  that  state?  Whatever  rights  a  state  may 
have  in  regard  to  the  share  of  the  assets  belonging  to  its 
own  citizens,  it  does  not  have  the  same  right  over  assets 
belonging  to  citizens  of  other  states.  With  but  few  notable 
exceptions,  the  states  have  realized  this  and  have  aban- 
doned the  tax  on  assets. 

Neither  does  it  follow  from  the  fact  that  under  a  general 
property  tax  system  insurance  ought  to  be  taxed  that  the 
states  should  levy  a  tax  upon  premiums.  A  lax  levied 
on  premiums  can  be  defended  on  one  ground  only,  that  of 
expediency.  It  is  an  easy  tax  to  collect  and  this  is  a  great 
consideration  in  the  mind  of  the  administrator.  But  the 
system  of  taxing  insurance  by  levying  on  premiums  is 
an  illogical  method,  the  application  of  which  leads  to  three 
classes  of  discriminations: 

1.  Discrimination  between  policy-holders  of  different 
states. 

2.  Discrimination  between  different  classes  of  policy- 
holders in  the  same  state. 

3.  Discrimination  between  policy-holders  and  non-policy- 
holders. 

Before  discussing  these  discriminations  it  is  well  that 
we  should  understand  in  unmistakable  language  who  pays 
the  tax  on  life  insurance.  Undoubtedly  it  is  the  policy- 
holder. This  fact  is  so  well  understood  by  those  who 
know  the  nature  of  life  insurance  that  no  attention  would 
need  be  given  it,  if  there  were  not  so  many  who  do  not 
understand  the  theory  of  level  premium  life  insurance. 
To-day  level  premium  life  insurance  is  sold  in  two  ways: 
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by  means  of  participating  policies,  and  by  means  of  non- 
participating  policies.  In  participating  insurance,  insur- 
ance is  secured  at  absolute  cost.  Whatever  increases  that 
cost  increases  the  expense  of  insurance  to  the  policy- 
holders. Taxes  increase  the  cost  of  insurance  by  even 
more  than  the  amount  of  the  tax,  therefore  they  increase 
the  expense  of  insurance  to  the  holders  of  participating 
policies.  Most  policies  are  of  the  participating  kind,  but 
it  can  be  shown  in  precisely  the  same  way  that  the 
holder  of  the  non-participating  policy  also  pays  the  tax 
on  insurance.  The  non-participating  policies  are  sold  at  a 
fixed  rate.  This  rate  must  be  high  enough  to  cover  all 
the  costs  to  the  company  selling  such  a  policy  and  leave 
a  margin  for  profit.  The  margin  of  profit  must  remain. 
In  every  business  where  capital  is  invested  there  must  be 
some  profit,  or  capital  will  leave  that  industry.  This  is 
true  of  non-participating  insurance.  If  the  cost  of  fur- 
nishing insurance  be  increased,  the  price  to  the  man  who 
wants  it  must  be  increased.  Decrease  the  cost  and  com- 
petition between  the  companies  will  reduce  the  price  to 
the  policy-holder.  A  tax  is  one  of  the  costs.  An  increase 
in  it  means  higher  prices  for  insurance.  A  decrease  means 
lower  prices.  Thus  it  is  that  no  matter  how  life  insurance 
is  sold,  the  tax  upon  the  business  is  borne  by  the  policy- 
holders. 

Having  established  the  fact  that  taxes  on  premiums 
are  ultimately  paid  by  the  policy-holders,  we  are  now 
ready  to  discuss  the  discriminations  due  to  the  present 
method  of  imposing  taxes  on  premiums.  The  first  class 
of  discriminations  resulting  from  taxes  levied  on  premiums 
is  due  to  the  fact  that  some  states  levy  much  heavier 
premium  taxes  than  other  states.  Five  state  legislatures 
have  thought  that  a  tax  of  1  per  cent,  upon  gross  premiums 
is  the  right  amount  in  order  to  equalize  the  burden  of 
taxation  as  between  policy-holders  and  non-policy-holders 
in  their  states.  Six  other  states  have  thought  that  2£  per 
cent,  is  necessary  to  make  the  burden  equal  as  between  its 
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citizens  holding  policies,  and  those  not  holding  policies. 
But  how  does  such  a  tax  work  out  as  between  policy- 
holders of  different  states?  A  life  insurance  company  does 
not,  it  should  not,  confine  its  activities  to  one  state.  To 
do  so  would  be  bad  for  the  citizens  of  every  state.  To 
do  business  on  such  a  small  scale  would  increase  the  ex- 
pense of  insurance,  and  it  would  not  allow  the  companies 
to  obtain  that  wide  distribution  of  risks  which  is  absolutely 
essential  to  safety.  Therefore  we  find  an  insurance  com- 
pany doing  business  in  a  large  number  of  states,  paying 
taxes  of  i  per  cent,  in  one  state  for  its  policy-holders  upon 
their  premiums  and  2  per  cent,  in  others.  In  theory  life 
insurance  ought  to  cost  more  in  a  state  levying  a  tax  of 
3  per  cent,  on  premiums  than  in  a  state  levying  only  1 
per  cent.  It  does  not.  Why?  Because  the  companies 
cannot  split  up  their  business  into  forty-eight  units  and 
treat  each  one  independently,  giving  the  policy-holders  in 
each  their  just  deserts.  The  practical  difficulties  of  such  a 
course  of  action  are  insuperable.  It  would  require  the  uni- 
form action  of  all  companies  in  placing  the  burden  of  taxa- 
tion upon  the  policy-holders  of  a  specific  state,  and  such 
uniform  action  is  impossible.  The  business  is  too  intensely 
competitive  to  allow  of  uniform  action  in  such  a  matter 
vitally  affecting  the  policy-holders.  Even  if  the  com- 
panies could  once  agree,  they  would  not  be  able  to  prevent 
this  first  class  of  discriminations,  as  the  states  levying 
the  high  taxes  would  in  all  probability  pass  legislation 
prohibiting  such  action.  Therefore  notwithstanding  the 
higher  tax  in  one  state  than  in  another,  life  insurance  costs 
the  same  in  all.  The  companies  accept  the  tax  as  one  of 
the  general  costs  of  the  business  and  apportion  it  upon 
all  policy-holders  equally.  The  result  is  that  premium 
taxes  as  they  are  levied  to-day,  high  in  one  state,  and  low 
in  another,  force  policy-holders  in  one  state  to  help  bear 
the  burdens  of  government  in  another  state.  Such  a 
condition  of  affairs  is  repugnant  to  our  sense  of  justice. 
In  the  second  place,  a  tax  on  premiums  discriminates 
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and  is  unfair  in  that  it  does  not  bear  equally  upon  all 
policy-holders.  The  theory  of  the  general  property  tax 
is  that  it  is  levied  on  individuals  according  to  their  ability 
to  pay,  ability  to  pay  being  measured  according  to  the 
value  of  their  property  interests.  A  tax  of  a  fixed  per- 
centage each  year  upon  the  level  life  insurance  premium 
is  a  tax  levied  upon  the  individual  irrespective  of  his 
ability  to  pay.  The  policy-holder  who  pays  $120  as  the 
second  renewal  premium  on  a  20-year  term  policy,  on 
which  a  tax  of  2  per  cent,  is  levied,  is  really  paying  a  tax 
of  10  per  cent,  upon  the  value  of  the  equity  which  he 
possesses,  while  the  man  who  is  paying  in  his  twentieth 
renewal  premium  of  $500  on  an  endowment  policy,  and 
is  taxed  $10,  is  taxed  at  the  rate  of  only  a  fraction  of 
1  per  cent,  upon  the  equity  which  he  possesses.  A  tax 
levied  in  such  a  way  is  unjust  and  unfair. 

The  third  way  in  which  taxes  as  they  are  now  levied 
on  life  insurance  are  unjust  is  that  they  discriminate 
between  policy-holders  and  non-policy-holders  in  the  state 
levying  the  tax.  It  has  been  urged  in  this  paper  that 
under  a  system  of  taxation  based  upon  the  general  property 
tax  insurance  ought  to  be  taxed.  This  is  true.  But 
whenever  a  modification  is  made  in  the  general  property 
tax  affecting  non-policy-holders,  a  modification  should 
likewise  be  made  in  the  tax  upon  holders  of  life  insurance 
contracts.  This  has  not  been  done.  In  all  but  four  states, 
if  a  citizen  of  a  state  buys  shares  of  stock  in  a  corporation 
created  by  that  state,  he  is  exempted  from  the  general 
property  tax  upon  those  shares.  If  another  citizen  of  the 
same  state,  instead  of  buying  the  shares  directly,  buys 
life  insurance,  and  the  company  purchases  the  same  shares 
of  stock,  no  exemption  is  made  in  the  tax  which  the  com- 
pany directly,  and  the  policy-holder  indirectly,  pays  to 
the  state.  If  an  exemption  should  be  made  in  one  case, 
it  should  be  made  in  the  other.  It  is  not,  and  in  this  way 
the  policy-holders  are  discriminated  against. 

Besides  resulting  in  discriminations  as  just  described, 
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a  tax  upon  premiums  is  illogical,  that  is,  if  the  tax  is 
collected  by  the  state  from  the  companies.  If  a  state 
decides  that  premiums  must  be  taxed,  it  does  not  follow 
that  it  has  a  right  to  collect  the  tax  from  the  insurance 
companies.  The  companies  have  a  fixed  contract  with 
their  policy-holders.  The  annual  premium  is  determined 
when  the  contract  is  made  by  the  company,  and  the  state 
insists  that  this  premium  must  not  be  increased  no  matter 
how  urgent  are  the  needs  of  the  company.  When  a  state 
levies  a  tax  upon  premiums,  the  life  insurance  company 
cannot  return  the  reserve  upon  its  policies  in  that  state  to 
the  policy-holders,  thus  terminating  its  contracts,  and  in 
this  way  avoiding  the  tax.  The  state  demands  that  the 
contracts  be  carried  out  to  the  stipulated  time  and  for 
the  amounts  previously  agreed  upon.  At  the  same  time, 
the  state  assumes  the  right  to  exact  payments  from  the 
companies  which  may  imperil  their  ability  to  carry  out 
their  contracts.  To  say  that  the  states  probably  will  not 
levy  such  a  burdensome  tax  is  not  meeting  the  objection. 
The  right  to  levy  a  tax  involves  the  right  to  levy  a  heavier 
one.  The  situation  is  illogical.  The  state  cannot  con- 
sistently rule  that  the  contract  must  be  a  fixed  contract, 
and  at  the  same  time  make  it  impossible  for  the  com- 
panies to  carry  out  their  contracts. 

The  conclusion  then  is  that  even  under  a  general  prop- 
erty tax  system  the  tax  on  life  insurance  premiums  can- 
not be  defended.  It  is  unfair  as  between  citizens  of  the 
same  state,  unfair  as  between  different  classes  of  policy- 
holders, unfair  as  between  insurers  and  non-insurers,  and 
essentially  illogical. 

Two  things  can  be  done:  first,  abolish  the  general 
property  tax  or  modify  it  in  such  a  way  as  to  abolish  its 
offensive  features,  or  secondly,  if  this  cannot  be  done,  to 
levy  a  tax  on  life  insurance  in  such  a  way  as  to  make  it 
fit  in  properly  with  the  general  property  tax  as  it  now  ex- 
ists. The  better  solution  would  be  the  first.  The  general 
property  tax  system  must  sooner  or  later  be  abolished. 
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Its  faults  are  so  evident,  its  injustices  are  so  burdensome, 
that  a  radical  change  must  be  made.  If  the  system  is  to 
be  continued  in  its  main  features,  at  least  a  careful  dis- 
tinction must  be  made  in  the  objects  which  are  subject 
to  the  tax.  Most  of  the  difficulties  in  our  system  of  taxa- 
tion are  due  to  the  confusion  which  exists  in  the  minds  of 
men  between  wealth  and  the  right  to  the  use  of  wealth. 
Suppose  a  man  owns  a  farm  worth  $10,000.  The  farm  is 
wealth  and  as  such  it  is  subject  to  taxation.  The  deed 
which  he  possesses  is  an  evidence  of  the  right  of  ownership 
in  that  wealth.  No  state  taxes  deeds  to  real  estate.  Let 
us  assume  further  that  there  is  another  man  in  the  com- 
munity who  has  no  wealth.  The  assessor  on  making  his 
annual  inspection  finds  that  these  two  men  together  pos- 
sess wealth  valued  at  $10,000.  During  the  year  the  first 
man  sells  his  farm  to  the  other  for  $10,000,  taking  a  mort- 
gage upon  the  farm  for  the  full  amount.  This  year  the 
assessor  finds  one  man  the  legal  owner  of  land  valued  at 
$10,000  and  the  other  the  owner  of  a  mortgage  for  the 
same  amount.  Instead  of  finding  $10,000  worth  of  tax- 
able value,  he  finds  $20,000.  Has  the  wealth  of  the  two 
men  increased?  Is  the  ability  of  the  two  increased  doubly? 
If  it  has,  what  an  easy  thing  it  would  be  for  a  community 
to  grow  rich.  But  no  new  wealth  has  been  created.  No 
greater  ability  to  pay  exists  than  existed  before.  Yet 
practically  all  our  sovereign  states  act  on  the  assumption 
that  there  has  been  a  change,  and  tax  the  mortgage  as 
well  as  the  real  estate.  Two  taxes  are  paid  where  one 
was  paid  before.  This  is  wrong.  It  is  double  taxation  and 
as  such  is  unjust. 

The  same  condition  exists  in  the  taxation  of  corporations 
and  corporation  securities.  If  a  man  lives  in  one  state 
and  owns  an  unincorporated  enterprise  in  an  adjoining 
state,  he  is  taxed  only  in  the  state  where  the  factory  or 
mine  or  other  enterprise  is  located.  Let  him  incorporate  it, 
and  issue  the  shares  of  stock  to  himsplf  in  place  of  the  old 
deed  to  the  wealth,  and  he  will  not  only  pay  the  same  or 
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a  larger  tax  upon  the  wealth  of  the  corporation  in  the  state 
where  it  is  located,  but  he  will  also  now  pay  a  tax  upon  the 
same  value  in  the  state  where  he  lives,  because  shares  of 
capital  stock  are  subject  to  taxation.  Has  his  ability  to 
bear  the  burden  of  taxation  increased?  Is  he  wealthier 
than  before?  Not  at  all.  He  is  simply  the  victim  of 
double  taxation. 

What  is  the  remedy?  Let  the  states  give  up  the  plan 
of  taxing  wealth  and  at  the  same  time  evidences  of  owner- 
ship in  that  wealth.  It  is  seriously  unjust  and  has  the 
baneful  immoral  effect  of  making  men  dishonest  in  their 
relations  with  the  government.  Give  up  taxing  one  thing 
or  the  other.  From  the  theoretical  standpoint  it  makes 
little  difference  which  one,  wealth  or  evidences  of  owner- 
ship in  wealth.  From  the  practical  standpoint,  wealth 
as  the  concrete,  physical  thing  should  be  taken  as  the  basis. 
Since  it  is  physical,  and  therefore  can  be  seen  and  found, 
it  would  simplify  the  problem  to  take  wealth,  meaning  by 
that  term  the  material  objects,  as  the  basis  of  taxation. 
In  no  other  way  can  the  injustices  of  the  present  methods 
as  easily  be  abolished. 

What  would  be  the  effect  of  this  upon  insurance  taxa- 
tion? It  would  mean  that  an  insurance  company  would 
be  taxed  upon  its  real  estate  and  that  alone.  The  bonds, 
stocks,  mortgages,  notes,  all  these  are  evidences  of  owner- 
ship and  hence  would  not  be  taxed.  Why  should  they? 
The  corporation  which  issues  them  is  already  taxed,  and 
they  should  not  be  taxed  twice.  Neither  under  this  sys- 
tem would  the  policy-holders  be  taxed  in  the  way  they 
are  now.  Their  equity  in  the  assets  is  a  right  to  bonds 
and  stocks  and  mortgages,  and  these,  as  we  have  seen, 
would  not  be  taxed. 

To  levy  all  taxes  on  wealth  exempting  property  rights 
would  be  a  real  solution  of  the  problem  of  taxation.  But 
like  most  good  solutions  it  may  be  difficult  to  accomplish. 
How  about  compromise  measures?  Cannot  a  system  be 
devised  for  taxing  life  insurance  which  can  be  grafted  on 
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to  present  systems  of  taxation,  and  thus  not  involve  such 
a  wide-spread  change?  Such  a  method  of  taxation  can  be 
devised.  What  I  have  to  suggest  is  that  the  states  give 
up  their  taxes  on  assets  and  taxes  oq  premiums,  and  make 
the  policy-holder  liable  for  taxation  upon  the  reserve 
value  of  his  policy.  This  method  would  fit  in  well  with 
a  general  property  tax.  With  the  modern  policy,  the  re- 
serve upon  a  policy  is  always  at  the  disposal  of  the  policy- 
holder. He  can  borrow  from  it  and  he  can  withdraw  it 
if  he  cares  to  do  so.  In  what  essential  way  does  the 
reserve  upon  a  policy  nowadays  vary  from  the  deposit 
placed  in  a  trust  company?  That  the  insurance  com- 
pany so  far  as  it  is  the  holder  of  assets  has  always  been 
considered  simply  as  the  trustee  of  the  policy-holders' 
funds  is  amply  demonstrated  by  a  study  of  insurance  litera- 
ture. Most  states  do  not  tax  trust  companies  upon  their 
deposits,  but  they  do  tax  the  depositor  upon  the  amount 
of  his  deposit.  If  the  states  are  going  to  levy  a  general 
property  tax  and  under  this  tax  life  insurance,  the  tax 
which  they  should  impose  is  a  tax  upon  the  individual 
policy-holder  according  to  the  value  of  his  deposit  or 
reserve  with  the  company. 

Why  should  not  the  tax,  if  it  is  to  be  imposed  at  all,  be 
imposed  in  this  way?  Any  unprejudiced  man  can  be  shown 
in  a  few  minutes'  time  that  it  is  the  policy-holder  who  pays 
the  tax  under  the  present  system.  This  is  so  easy  of 
demonstration  that  it  would  be  a  waste  of  time  to  make 
the  assertion  if  it  were  not  the  fact  that  many  legislators 
have  not  realized  it  as  the  true  situation.  The  policy- 
holder pays  the  tax  but  he  pays  it  indirectly,  and  thus 
does  not  know  how  much  he  is  paying.  If  the  truth  were 
known,  it  would  probably  show  that  the  policy-holder  is 
in  general  paying  a  heavier  tax  than  is  the  average  holder 
of  personal  property.  Furthermore,  the  tax  is  grossly 
ill-proportioned,  amounting  to  from  10  to  15  per  cent, 
upon  the  value  of  the  equity  which  the  policy-holder  pos- 
sesses in  the  early  years  of  the  policy.    This  is  wrong.    We 
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may  not  believe  that  the  investor  in  life  insurance  should 
receive  any  special  consideration,  but  we  should  insist 
with  all  our  power  that  no  extra  burden  shall  be  placed 
upon  him. 

How  should  such  a  general  property  tax  as  has  been 
suggested  be  levied  upon  life  insurance?  That  is  a  prac- 
tical question  for  the  practical  statesman  to  solve.  Two 
methods  may  be  suggested.  First,  make  the  reserve  value 
subject  to  local  assessment  just  as  is  an  investment  out- 
right in  securities,  or  a  deposit  in  a  trust  company  is  made 
subject  to  local  taxation.  The  objection  to  this  plan  is 
that  it  would  result  in  much  evasion.  Of  course  it  would. 
But  if  the  states  are  going  to  hold  on  to  the  general  prop- 
erty tax  system  with  all  its  evasions  and  its  glaring  irregu- 
larities, it  is  perhaps  but  fair  that  the  man  who  invests  in 
life  insurance  should  have  the  same  privilege  of  evading 
the  tax  upon  his  insurance  reserve.  This  would  be  taking 
a  step  in  the  wrong  direction  for  tax  reform,  but  if  justice 
cannot  be  done  in  any  other  way,  it  is  justice  that  all  shall 
have  an  equal  chance. 

The  other  method  would  be  to  retain  the  insurance  tax 
as  a  state  tax,  and  have  the  companies  hand  in  to  the 
state  board  of  tax  commissioners  a  list  of  all  policy-holders 
in  the  state,  with  the  values  of  their  reserves.  Upon  these 
values  the  state  could  impose  a  fair  tax  to  be  collected 
directly  from  the  individual  policy-holders.  This  would 
do  away  with  the  evasion  resulting  from  local  taxation. 

What  results  would  be  obtained  if  these  suggestions 
were  carried  out?  It  would  result  in  justice  as  between 
the  policy-holders  of  various  states.  It  is  absolutely 
wrong  that  the  policy-holders  of  one  state  should  be  taxed 
to  support  the  government  of  another  state  as  is  done  at 
the  present  time,  and  will  continue  to  be  done  if  the  method 
of  taxing  assets  and  premiums  is  continued.  The  plan 
would  secure  justice  as  between  individual  policy-holders, 
something  equally  to  be  desired.  Lastly,  it  would  result 
in  equalization  of  the  rates  of  taxation  between  purchasers 
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of  insurance  and  other  taxpayers.  The  policy-holder 
pays  too  much  to-day.  He  does  not  object  because  he 
does  not  know  how  much  he  is  paying.  Follow  the  plan 
here  suggested.  Substitute  a  direct  tax  for  an  indirect 
tax  and  we  can  safely  leave  it  to  the  intelligent  body  of 
policy-holders  to  look  after  their  own  interests. 

Is  it  possible  to  secure  this  reform  in  life  insurance,  a 
reform  which  would  do  away  with  discriminations  between 
policy-holders  of  different  states,  between  different  classes 
of  policy-holders  in  the  same  state,  and  between  policy- 
holders and  non-insurers?  Some  say  not.  They  urge 
that  for  a  legislator  to  substitute  a  direct  tax  for  an  in- 
direct one  would  sound  his  political  death  knell.  It  is 
to  be  hoped  that  it  would  not;  that  if  such  a  measure 
were  carefully  explained  to  the  public,  that  public  opinion 
would  be  intelligent  enough  to  appreciate  the  situation. 

But  if  this  compromise  reform,  a  reform  which  means 
simply  the  substitution  of  a  direct  tax  for  an  indirect  tax, 
involves  such  a  radical  change  in  the  existing  system  of 
taxation  that  it  stands  no  chance  of  being  adopted,  shall 
we  advocate  no  reform  whatever  in  insurance  taxation? 
No,  if  we  cannot  get  a  reform  which  will  eliminate  all  three 
classes  of  discrimination  resulting  from  the  premium  tax, 
let  us  get  a  reform  which  will  eliminate  one  of  the  discrimi- 
nations. There  is  one  class  of  discriminations  which  has 
been  discussed  which  the  policy-holders  have  more  than 
the  right  to  ask  the  states  to  eliminate.  They  have  the 
right  to  demand  that  it  should  be  eliminated.  Reference 
is  made  to  the  discrimination  between  policy-holders  of 
different  states  caused  by  one  state  levying  a  tax  rate  of 
2  or  3  per  cent,  upon  premiums  while  other  states  impose 
less  than  1  per  cent.  Discrimination  of  this  sort  can  be 
eliminated  by  all  the  states  levying  as  nearly  as  possible 
a  uniform  rate  of  premium  taxation  upon  all  the  com- 
panies. 

Uniformity  among  the  states  can  be  secured  in  two  ways, 
by  the  states  with  a  low  rate  increasing  their  rates  to  the 
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level  of  the  high-rate  states,  or  by  the  high-rate  states 
lowering  their  rates.  It  is  much  to  be  desired  that  uni- 
formity should  be  obtained  through  the  decrease  in  rates 
by  the  high  states.  It  would  be  a  move  in  the  right 
direction.  Since  some  reform  is  better  than  none,  and 
since  it  does  seem  possible  at  this  time  to  secure  this 
much,  if  nothing  further  can  be  secured,  let  us  at  least 
secure  uniformity  of  rates  of  taxation  upon  life  insurance 
in  the  various  states. 

A  brief  summary  of  this  extended  discussion  may  not 
be  out  of  place.    It  has  been  maintained: 

1.  That  under  the  existing  general  property  tax  system 
in  force  in  most  of  the  states,  some  tax  ought  to  be  levied 
on  life  insurance. 

2.  That  present  methods  of  taxing  insurance  are  unjust. 

3.  That  the  best  remedy  would  be  for  the  states  to 
abolish  the  general  property  tax,  or  at  least  to  amend  it 
in  such  a  way  as  to  include  only  tangible  wealth  as  sub- 
ject to  taxation. 

4.  That  if  the  general  property  tax  cannot  be  abolished, 
substitute  for  the  indirect  tax  upon  the  policy-holders  a 
direct  tax  upon  them,  making  the  reserve  values  of  policies 
subject  to  taxation,  not  to  the  company,  but  to  the  policy- 
holders directly. 

5.  That  if  no  other  reform  can  be  secured,  the  policy- 
holders have  a  right  to  demand  uniform  rates  of  taxation 
by  the  various  states,  uniformity  being  secured  generally 
by  a  reduction  in  the  rates  of  the  high-tax  states. 


CHAPTER  XXIV 

ASSESSMENT  LIFE  INSURANCE  l 

The  subject  of  assessment  life  insurance  represents  the 
pathological  side,  if  I  may  so  express  it,  of  life  insurance. 
Instead  of  dwelling  upon  the  physiology  of  life  insurance, 
upon  the  normal  phases  of  it,  I  am  invited  to  discuss  those 
phases  which  are  abnormal  and  which  we  hope  are  now 
passing  away.  In  order  to  do  so,  I  find  it  necessary  to 
make  some  explanation  of  how  it  happened  that  the  disease 
of  assessmentism  set  in. 

It  is  worth  while  for  the  young  men  of  the  new  generation, 
who  scarcely  know  assessmentism  at  all,  except  as  con- 
nected with  another  form  of  insurance,  to  be  made  ac- 
quainted with  that  which  was  well  known  to  their  fathers, 
and  but  scarcely  known  to  their  grandfathers.  When  I 
say  it  w*as  scarcely  known  to  their  grandfathers,  I  mean 
that  there  was  a  time  when  the  pathological  side  of  life 
insurance,  that  is  insurance  of  a  pathological  nature  of 
this  particular  type  at  least,  did  not  exist,  and  when, 
whatever  other  diseases  life  insurance  might  have  been 
inflicted  with,  this  particular  disease  known  as  assess- 
mentism was  not  to  be  found.  I  shall  point  out  to  you 
why  assessmentism  in  this  country  became  prevalent; 
because  diseases  or  disorders  in  life  insurance,  quite  as 
physical  disease,  do  not  originate  independently,  but  grow 
out  of  other  pathological  symptoms. 

Now,  the  particular  situation  which  gave  rise  to  assess- 

1  By  Miles  M.  Dawson.  Reprinted  from  pages  120-127,  Volume 
XXVI,  of  the  Annals  of  the  American  Academy  of  Political  and  Social 
Science,  1905. 
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ment  life  insurance  and  its  great  growth  in  this  country 
was  the  following:  In  their  early  history  the  regular  life 
insurance  companies  pf  the  United  States  addressed  them- 
selves to  furnishing  protection.  To-day.  one  will  often 
hear  representatives  of  the  fraternal  societies  distinguishing 
between  insurance  and  protection,  and  claiming  that  their 
organizations  are  for  the  express  purpose  of  furnishing 
protection,  as  distinguished  from  investment;  and  I  think 
it  is  a  matter  of  common  knowledge  that  regular  companies 
doing  a  life  insurance  business  in  the  United  States  at  this 
time  give  a  very  large  part  of  their  attention  to  investment 
insurance,  and  their  agents  scarcely  talk  protection, 
separate  from  investment,  at  all.  This  was  not  the  case 
in  the  early  days.  On  the  contrary,  the  insurance  policy 
was  the  whole  life  policy,  a  policy  with  level  premiums 
payable  so  long  as  the  insured  lived,  the  amount  being 
payable  when  the  insured  died,  and  with  no  other  bene- 
fits. These  policies  had  no  surrender  values  originally, 
although  there  was  every  reason  why  some  surrender 
value  might  have  been  allowed;  but  while  they  had  no 
surrender  values,  the  rates,  being  computed  upon  certain 
conservative  bases,  were  what  we  may  call  redundant, 
and  the  expected  mortality  was  much  greater  than  experi- 
enced. In  consequence,  there  was  a  large  margin  on  these 
premiums  and,  as  most  of  the  companies  were  mutual, 
or,  if  not  mutual,  sold  participating  mutual  policies  which 
promised  the  insured  a  share  in  the  surplus,  it  necessarily 
followed  that  there  were  large  dividends,  so  called,  to  be 
paid  to  the  insured. 

Now,  when  men  are  seeking  for  protection,  there  are 
two  questions  for  them  to  consider,  quality  of  protection 
and  the  price;  and  these  companies,  or  some  of  them  at 
least,  at  the  start  expected  to  earn  dividends  and  to  pay 
them  annually,  equal  to  fully  50  per  cent,  of  the  premiums 
they  were  charging.  In  order  to  convince  the  public 
that  they  would  earn  these  dividends,  and  believing  that 
it  was  a  perfectly  safe  and  prudent  thing  to  do,  they 
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offered  to  permit  a  portion  of  the  premium,  usually  40 
per  cent,  or  50  per  cent.,  to  stand  against  the  policies  as  a 
charge,  bearing  interest;  and  the  expectation  held  out  to 
the  insured  was  that  the  charge  would  be  wiped  out  by 
dividends.  Now  consider  what  this  would  mean.  Take 
it  on  a  50  per  cent,  basis.  It  meant  that  when  a  man  was 
actually  paying  $16  for  $1000  of  insurance,  the  insured 
was  led  to  believe  that  his  insurance  was  worth  only  $8; 
and  that  was  all  he  paid  in  cash  at  the  time.  In  point  of 
fact,  largely  because  men  conducting  companies  did  not 
understand  what  they  were  doing,  the  annual  dividend 
expectations,  in  connection  with  which  these  charges 
against  the  policies  had  been  made,  were  disappointed; 
and  the  insured  found  himself  with  an  increasing  charge 
against  his  policy  which  amounts  to  a  diminution  of  the 
amount  insured,  and  with  an  increasing  rate  to  pay,  in- 
cluding the  interest  upon  the  increasing  charge;  in  other 
words,  with  more  to  pay  and  less  to  get.  This  was  unsatis- 
factory, and  the  plan  became  unpopular;  but  it  left  one 
psychological  result  in  the  minds  of  unthinking  people, 
and  that  was  that  insurance  at  that  age  was  worth  only 
$8.  Moreover,  it  chanced  that  the  death  losses  in  some 
companies  were  only  8,  9,  or  10  per  thousand  for  a  time. 
So  the  policy-holders  declared  they  were  robbed,  mis- 
treated. 

Men  also  learned  at  this  time  that  there  was  a  reserve 
in  life  insurance,  and  that  the  state  required  the  company 
to  hold  a  reserve;  but  they  had  no  idea  concerning  its 
function,  and  they  believed  it  to  be  unnecessary.  They 
said,  these  losses  are  only  8  or  9  out  of  every  thousand; 
there  are  some  variations  from  year  to  year,  but  it  is  evi- 
dent there  is  no  natural  increase.  So  a  company  can  pay 
its  losses  out  of  current  premiums,  can  pay  liberal  expenses, 
and  have  a  large  surplus  left.  There  is,  consequently,  no 
use  for  a  reserve.  That  was  their  reasoning.  The  want 
of  surrender  values,  giving  back  to  the  insured  a  portion 
of  the  reserve  in  case  he  was  compelled  or  desired  to  stop 
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his  insurance,  was  one  reason  why  that  psychological  result 
was  to  be  found  in  the  minds  of  the  policy-holders.  So 
we  have  two  things,  the  issue  of  the  fallacious,  misleading, 
annual  dividend,  loan  note  policy,  and  the  refusal  to  give 
surrender  values,  representing  some  part  of  the  reserve. 
These  two  things,  working  together,  produced  in  the  minds 
of  the  people  two  ideas,  one  being  that  there  was  no 
reason  for  holding  the  reserve,  which  was  only  a  means  of 
robbing  the  policy-holders,  and  the  other  that  the  insured 
need  pay  only  about  one-half  the  premiums  they  had  been 
charged  by  the  old-line  companies,  which  was  all  that  was 
required  to  pay  the  losses. 

In  the  year  1868,  after  all  these  conditions  which  I 
have  described  had  long  been  present  and  were  growing 
worse,  there  was  launched  in  the  State  of  Pennsylvania,  in 
the  little  city  of  Meadville,  an  assessment  plan.  That 
was  the  beginning  practically  of  assessment  life  insurance  in 
the  United  States.  It  was  not  really  the  intention  to  make 
this  association  an  insurance  society,  but  something  akin 
to  a  labor  union.  It  was  given  the  name  of  the  Ancient 
Order  of  United  Workmen.  Incidentally,  as  one  will  find 
to  be  the  case  now  in  a  good  many  thriving  unions,  it  was 
proposed  to  give  a  small  protection  to  the  members  of 
the  union  out  of  a  common  fund  to  be  contributed  by  the 
payment  of  $1  by  each  member  whenever  another  died. 
Subsequently,  however,  the  organization  dispensed  with 
the  idea  of  assessing  the  members  until  the  funds  on  hand 
were  wiped  out  by  death  losses.  The  labor  union  part  of 
the  proposition  was  an  utter  failure  from  the  start;  but 
owing  to  the  conditions  I  have  just  mentioned,  the  assess- 
ment life  insurance  feature  became,  after  two  or  three 
years,  extremely  popular.  Similar  institutions  multiplied 
throughout  Pennsylvania,  and  in  a  short  time  throughout 
the  entire  country,  the  ground  having  been  well  prepared 
for  assessmentism,  as  has  been  mentioned. 

I  want  to  call  attention  to  the  fact  that  about  the  time 
that  it  became  popular  there  also  arose  an  extremely 
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favorable  condition  for  it,  viz.,  the  panic  of  1873.  For 
when  the  panic  came  it  caused  the  downfall  of  a  large  num- 
ber of  the  regular  life  insurance  companies.  During  the 
years  1872  to  1880  the  amount  of  insurance  in  force  in 
the  regular  companies  diminished  about  50  per  cent,  by  the 
failure  of  companies  and  on  account  of  hard  times.  It 
was  necessary  for  men  to  find  some  sort  of  life  insurance 
from  month  to  month  as  it  were  and  at  level  cost,  and 
according  to  what  an  extremely  happy  phrasemaker  re- 
cently named  it,  the  most  "comfortable"  method  of  pay- 
ment, namely,  by  monthly  payments.  About  the  same 
time  the  tontine,  or  deferred  dividend,  plan  became  a 
feature  of  life  insurance.  It  provided  that  all  money  paid 
in  by  the  insured  should  be  pooled  for  ten,  fifteen,  or  twenty 
years.  We  have  practically  an  abandonment  of  the  pure 
insurance  field  by  the  regular  companies  at  this  time,  or 
at  least  by  the  most  enterprising  and  progressive  of  the 
regular  companies.  They  began  to  address  themselves  to 
those  persons  who,  observing  the  enormous  number  of 
lapses  and  discontinuances  which  took  place  during  the 
panic  times,  and  the  hard  times  that  followed,  were  con- 
vinced that  they  could  make  a  good  speculation  out  of 
what  agents  called  their  "financial  strength/'  i.e.,  their 
ability  to  keep  their  policies  in  force;  and  as  the  hard 
times  caused  people  to  want  cheap  insurance,  protection 
policies  as  distinguished  from  investment  policies,  con- 
ditions became  extremely  favorable  for  the  introduction 
of  assessment  insurance  in  the  United  States. 

It  may  be  well  to  say  a  little  more,  by  way  of  introduc- 
tion, as  to  what  assessmentism  was,  what  it  did,  and  how 
it  came  to  be;  and  to  state  that  if  such  a  plan  had  not  been 
introduced  at  just  this  time  by  the  Ancient  Order  of  United 
Workmen,  it  might  never  have  been  known  in  the  United 
States.  The  idea  was  conceived  by  Father  Upchurch, 
who  had  learned  of  the  friendly  societies  of  Great  Britain 
and  knew  that  insurance  on  the  assessment  plan  had  been 
furnished  by  these  societies.    Another  thing  that  he  would 
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have  known,  had  he  been  a  deeper  student,  was  that  the 
plan  had  been  an  utter  failure  in  Great  Britain,  and  that 
the  friendly  societies  were  reforming  their  methods  and 
abandoning  systems  such  as  he  introduced,  adopting  more 
scientific  modes  of  doing  business.  Traces  of  something 
like  assessment  life  insurance  societies  are  to  be  found  far 
back  in  history,  in  the  ancient  guilds  of  Rome  and  Greece, 
of  Germany  and  Great  Britain,  but  the  sums  to  be  paid 
were  usually  small  funeral  benefits  or  benefits  for  the  last 
illness.  Now  suppose  the  members  were  charged  10  cents 
a  month  to  furnish  a  benefit  of  $50  upon  the  death  of  one 
of  them,  it  would  be  a  high  price,  but  it  is  evident  that 
the  members  would  not  be  likely  to  try  to  ascertain  whether 
they  should  have  paid  12  or  8  cents,  for  the  simple  reason 
that  the  contributions  were  small  and  the  benefits  were 
small.  We  find,  however,  that  when  a  large  portion  of 
the  membership  found  that  there  was  discrimination  and 
the  amounts  were  larger  a  totally  different  case  presented 
itself. 

Somewhere  about  the  close  of  the  seventeenth  century, 
the  year  1706,  I  think,  there  was  chartered  by  a  special 
act  of  the  British  parliament  a  society  known  as  the  Ami- 
cable Corporation,  for  the  purpose  of  furnishing  insurance 
upon  the  lives  of  its  members.  Its  system  was  as  follows: 
Every  member  made  a  contribution,  without  regard  to 
age,  each  year.  At  the  end  of  the  year  the  funds  that  were 
on  hand  were  divided  equally  among  the  claimants  of  the 
persons  who  had  died  during  the  year,  and  also  without 
regard  to  age.  About  a  quarter  of  a  century  later  there 
was  organized  a  regular  life  insurance  company,  which 
furnished  policies  for  only  one  year,  or  five  or  seven  years, 
and  at  a  high  price;  so  that  the  Amicable  Society  for  a 
half  century  or  more  had  a  monopoly  of  what  we  now  call 
whole-life  insurance.  Notwithstanding  this  monopoly,  it 
became  necessary  for  the  society  to  make  different  pro- 
visions concerning  the  distribution  of  its  funds  and  also 
concerning  the  collection  of  funds. 
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In  1762,  as  a  result  of  lectures  in  London  by  a  former 
professor  of  mathematics  in  Cambridge,  Mr.  Dodson,  and 
by  a  man  whom  the  Encyclopedia  Britannica  calls  the 
ablest  non-academic  mathematician  Great  Britain  ever 
produced,  Mr.  Thomas  Simpson,  a  society  called  the  Equit- 
able Society  was  founded.  It  was  refused  a  charter  by 
the  British  Parliament  on  the  ground  that  the  plan  it 
proposed  to  give  its  members  was  a  new  idea,  untried, 
dangerous,  and  difficult  to  understand,  and  that  if  such 
a  thing  was  attempted  at  all  the  company  should  be  com- 
pelled to  raise  a  very  large  capital,  all  of  which  seems 
amusing  at  this  time,  for  the  system  proposed  was  the 
level  premium  plan.  This  society,  the  Equitable  of  Lon- 
don, was  the  first  regular  life  insurance  company  in  the 
world  to  do  a  whole  life,  level  premium  business.  It  is 
in  existence  to-day  with  more  than  twenty-five  millions  of 
assets  and  about  forty  millions  of  insurance  in  force. 

After  the  organization  of  the  Equitable,  there  continued 
to  be  assessment  plans  in  Great  Britain,  and  some  societies 
of  the  "$1  a  month"  or  "$1  every  time  a  member  died " 
sort,  grew  to  great  size,  and  then  failed  or  changed  their 
plans.  All  this  was  before  the  time  of  Father  Upchurch 
and  might  have  been  known  by  him. 

As  a  result  of  the  introduction  of  the  plan  in  this  country, 
and  the  favorable  conditions  for  its  spread,  there  came  to 
be  numerous  societies  on  the  assessment  basis.  Please 
bear  in  mind  that  the  plan  introduced  by  Father  Upchurch 
was  to  collect  just  enough  money  to  pay  the  claim  by  levy- 
ing a  certain  sum  on  all  members  without  regard  to  age. 
There  sprang  up  numerous  small  associations,  some  of 
which  grew  to  large  proportions.  The  Ancient  Order  of 
United  Workmen  now  has  more  than  400,000  members 
and  over  $700,000,000  of  insurance. 

In  addition  to  the  above-named  societies,  there  are 
others  known  as  business  assessment  associations,  where 
the  management  is  vested  in  persons  who  have  the  power 
of  perpetuating  their  control  by  means  of  proxies  from 
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the  members.  These  societies  claimed  to  be  superior  to 
fraternal  societies,  because  of  the  business  men's  services 
that  they  were  able  to  secure  and  utilize,  and  their  superior 
attention  to  the  details  in  the  conduct  of  the  business. 
Some  of  these  became  large  institutions,  and  ten  or  fifteen 
years  after  their  first  appearance  a  very  large  portion  of 
the  life  insurance  of  the  country  was  in  "business  assess- 
ment" societies. 

They  did  not,  however,  proceed  very  far  on  the  equal 
levy,  or  flat  assessment,  system.  They  felt  it  was  not  only 
unfair  to  put  a  man  of  60  and  a  youth  of  20  in  the  same 
class  and  to  charge  the  same  rate  of  premium  for  both, 
but  that  it  also  resulted  in  the  young  man  aged  20  or  30 
not  going  in  or  not  remaining  in,  on  account  of  the  exces- 
sive cost,  while  the  old  man  persisted.  In  the  State  of 
Pennsylvania  at  this  time,  for  example,  there  were  myriads 
of  these  societies.  No  other  part  of  the  country  was  so 
pestered  with  them  as  Pennsylvania.  Many  were  called 
"graveyard"  associations  because  they  allowed  specula- 
tion on  the  lives  of  old  men  in  feeble  health  by  persons 
who  had  no  interest  in  their  lives  whatever.  These  con- 
cerns were  short  lived,  of  course. 

They  did  not,  however,  proceed  very  far  on  the  equal 
levy,  or  flat  assessment  plan  of  life  insurance,  which  was 
so  unfair  and  dangerous  on  account  of  no  regard  being  paid 
to  the  ages  of  the  members  upon  entering.  Most  of  the 
business  societies  were  organized  on  the  basis  of  charging 
a  different  levy  or  assessment  according  to  the  age  of  the 
member  at  his  introduction  into  the  society.  That  is  to 
say,  for  instance,  charging  a  member  introduced  at  the 
age  of  20,  40  cents,  one  introduced  at  the  age  of  40,  60 
cents,  one  introduced  at  the  age  of  50,  $1,  or  whatever  the 
case  may  be.  Frequently  these  rates  were  based  on  a  mis- 
apprehension of  the  mortality  table.  At  the  age  of  20, 
men  die  at  an  average  say  of  7  per  1000;  at  the  age  of  40, 
10  per  1000;  at  the  age  of  50,  15  per  1000,  and  at  the  age 
of  60,  30  per  1000.    Therefore,  said  they,  the  monthly  rate 
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for  the  man  at  20  will  be  one-twelfth  of  $7,  or  60  cents; 
at  40  it  will  be  90  cents,  and  at  50  it  will  be  $1.25,  and  at 
60,  $2.50.  This  they  called  equitable  distribution  of  cost 
and  thought  it  met  all  requirements,  forgetting  that  it 
was  good  for  but  one  year.  Almost  all  of  these  so-called 
business  assessment  life  insurance  societies  were  organized 
on  that  plan. 

Later  in  the  development  of  the  business  there  were 
two  modifications  of  the  plan,  one  consisting  of  the  crea- 
tion of  a  reserve  by  adding  a  percentage  to  the  assessment, 
which  reserve  was  to  be  called  upon  to  help  out  the  excess 
cost  over  what  the  net  assessment  would  provide.  A 
second  method  of  making  reserves  was  invented  by  one  of 
the  most  ingenious  minds  that  has  been  engaged  in  life 
insurance.  According  to  this  method  it  was  proposed  to 
utilize  the  gains  from  lapses,  that  is  to  say,  over-payments 
by  members  who  did  not  keep  up  their  policies,  to  reduce 
the  premiums  for  all  members.  It  was  designed  that 
under  this  system  both  the  premiums  and  reserves  of  the 
persistent  members  would  be  lower  than  under  the  usual 
plan  which  does  not  count  the  gains  from  lapses.  In- 
vestigations since  that  time  have  shown  that  if  these  gains 
are  discounted  and  applied  to  reduce  the  premiums  the 
reserves  will  not  be  reduced;  while  only  in  case  the  pre- 
miums are  not  reduced  will  the  reserve  be  reduced.  Only 
one  company  made  extended  use  of  this  plan.  That  com- 
pany was  able  later  to  reorganize  as  a  regular  life  company, 
and  is  now  conducting  a  prosperous  business  as  such. 

For  the  most  part,  the  business  assessment  societies 
have  passed  out  of  existence.  In  any  event,  they  occupy 
relatively  a  much  less  important  place  than  hitherto. 
The  proportion  of  the  total  life  insurance  in  the  country, 
held  in  the  business  assessment  associations,  has  steadily 
decreased,  and  for  many  years  the  amount  in  force  has 
diminished.  A  considerable  number  of  smaller  societies 
are  still  held  together  by  special  influences,  and  in  a  few 
cases  great  economy  and  skill  in  management,  resulting 
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in  low  expenses  and  low  mortality,  has  enabled  the  com- 
panies to  thrive  even  to  this  day,  notwithstanding  the 
defects  of  their  plans.  Many  of  those  which  have  gone 
out  of  business  have  failed,  but  a  respectable  number  were 
reorganized  as  regular  companies,  dealing  with  their  assess- 
ment business  in  various  ways,  which  I  shall  not  here 
attempt  to  discuss. 


CHAPTER  XXV 

FRATERNAL  LIFE  INSURANCE1 

More  than  seven  millions  of  American  citizens  are  to- 
day looking  to  fraternal  societies  like  the  Knights  of  Honor, 
the  Ancient  Order  of  United  Workmen,  the  Independent 
Order  of  Foresters,  and  others  whose  name  is  legion,  for 
protection  to  their  families  in  case  of  death.  The  dis- 
tinguishing feature  of  these  societies  is  that  they  are  asso- 
ciations whose  members  are  banded  together  through  a 
spirit  of  charity  or  fraternity  for  mutual  assistance  and 
protection.  They  are  wholly  outside  the  line  of  our  ordi- 
nary life  insurance  companies,  which  deal  in  insurance  for 
the  general  public  on  a  business  basis.  Their  membership 
is  chiefly  made  up  from  those  of  limited  means  who  are 
seeking  insurance  at  the  smallest  outlay.  Over  one-fourth 
of  the  population  of  this  country  may  be  said  to  be  directly 
or  indirectly  interested  in  these  societies.  A  knowledge 
of  their  principles  and  of  the  character  of  the  insurance 
which  they  offer  is  a  matter  which  concerns  every  American 
citizen  regardless  of  his  interest  in  insurance  as  a  profession. 

Nearly  all  our  existing  fraternal  societies  have  started 
within  the  past  thirty  or  forty  years,  but  they  have  a  long 
line  of  predecessors  extending  back  through  centuries. 
Their  proper  understanding  requires  a  glance  at  their 
historic  relations.  To  the  student  of  sociology  as  well  as 
of  economics  a  peculiar  interest  attaches  both  to  their 
origin  and  history.    As  a  race  we  are  communal  as  well  as 

1  By  Walter  S.  Nichols.  Reprinted  with  additions  from  pages 
162-183  of  the  "Yale  Insurance  Lectures,  Life,"  1904. 
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social  in  our  very  instincts,  and  in  those  instincts  are  the 
fundamental  impulses  that  have  developed  all  our  political 
and  social  organizations.  To  the  evolutionist  they  are 
the  inherited  traits  of  a  remote  ancestry  which  man  shares 
with  lower  forms  of  life.  We  find  the  social  organism  in 
its  simplest  type  in  the  ruminants,  which  herd  together 
for  mere  association  or  protection.  We  find  its  fuller 
developments  in  the  more  strictly  communal  animals  and 
insects.  The  beaver  lodges  join  their  forces  to  build  the 
common  dam  for  the  benefit  of  all,  but  when  the  dam  is 
built  each  separate  lodge  confines  its  attention  to  its  own 
affairs.  In  the  ants  and  bees  we  find  this  communal 
instinct  in  its  extreme  development.  The  female  bee  sur- 
renders her  maternal  functions  to  a  single  queen  and  be- 
comes a  mere  worker,  to  build  and  provision  the  common 
hive  and  care  for  the  offspring.  The  ant  marshals  its  war- 
riors to  guard  the  common  nest  or  to  enslave  its  neighbors. 
Thus  do  we  find  the  germs  of  those  social  and  political 
organizations  which  characterize  our  twentieth  century 
civilization  implanted  in  the  lower  orders  of  creation. 

It  may  seem  a  far-away  thought  from  the  habits  of  the 
insect  and  mammalian  world  to  the  subject  of  the  present 
lecture.  But  there  is  a  deep  significance  in  the  fact  that 
the  fundamental  principles  which  underlie  fraternal  in- 
surance are  thus  operative  in  the  lower  orders  of  life.  The 
fraternal  society  must  be  studied  not  as  the  mere  artificial 
product  of  an  advanced  civilization,  but  as  an  organization 
whose  roots  and  tendrils  are  implanted  deep  down  in 
our  common  humanity.  Civilized  communities  have  no 
monopoly  in  this  spirit  of  fraternalism.  It  was  the  active 
force  at  work  in  primitive  days  when  the  family  relation- 
ship grew  into  the  patriarchal  form  of  government  and  this 
in  turn  expanded  into  the  tribal  state.  As  tribes  solidified 
into  nations  this  social  evolution  moved  along  lines  so 
familiar  in  the  physical  world.  The  homogeneous  pur- 
suits of  the  tribesman  became  the  heterogeneous  occupa- 
tions of  the  civilized  state.    Each  occupation  had  its 
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separate  corps  of  workers,  who  banded  together  in  a  so- 
ciety for  their  common  interest  and  protection  in  the  eco- 
nomic struggle  which  followed  the  barter  and  trade  between 
the  groups.  Thus  was  evolved  the  early  benevolent  or 
fraternal  societies  that  are  met  with  in  so  many  of  the 
nations  of  antiquity. 

We  find  them  in  the  ancient  Roman  empire  as  numerous 
and  influential  as  now.  Rome  had  her  trade  unions,  and 
her  religious  confraternities  devoted  to  the  service  of  her 
gods,  and  her  social  clubs,  and  was  compelled  to  legislate 
for  their  regulation.  Contribution  to  a  common  fund  for 
the  assistance  or  burial  of  their  needy  members  was  then 
as  now  a  familiar  feature.  The  downfall  of  Rome  scarcely 
interrupts  the  story.  Phenix-like,  they  arose  out  of  the 
ashes  of  her  empire  when  her  distant  provinces  developed 
into  the  industrial  states  of  modern  Europe.  In  Great 
Britain,  to  which  our  own  fraternal  societies  directly 
trace  their  origin,  they  were  known  as  guilds,  and  during 
medieval  times  when  agricultural  serfdom  was  being 
broken  up  and  when  centers  of  trade  and  manufacture 
were  developing,  these  trade  societies  wielded  a  strong 
political  influence.  Along  with  them  too  were  religious 
fraternities,  which  were  the  foundation  of  some  of  Eng- 
land's most  important  schools  of  learning.  Aid  to  their 
needy  members  in  ways  more  or  less  crude  was  a  common 
feature  of  these  associations. 

As  the  power  and  influence  of  the  guilds  declined  they 
were  succeeded  by  the  modern  British  friendly  societies, 
from  which  our  own  have  been  so  largely  patterned.  Mem- 
bers chiefly  from  the  working  classes  united  for  mutual  aid 
in  sickness  and  for  funeral  benefits,  through  contributions 
to  a  common  fund.  They  recognized  the  distinctly  in- 
surance character  of  their  work  and  sought  to  frame  scales 
of  moneyed  contributions  which  would  be  adequate.  But 
they  knew  little  of  the  principles  of  insurance,  and  their 
frequent  and  disastrous  failures  at  last  attracted  the  atten- 
tion of  the  British  Parliament.    Investigations  by  that 
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body,  aided  by  leading  British  actuaries,  disclosed  the  total 
inadequacy  of  their  rates  and  the  mismanagement  which 
characterized  their  affairs.  Attempted  legal  reforms  were 
strongly  resisted  for  a  while  by  the  members,  and  it  has 
required  nearly  a  century  of  legislation  to  place  the  friendly 
society  system  of  Great  Britain  on  the  comparatively 
sound  basis  where  it  now  rests.  Under  the  existing  laws 
in  that  country,  such  societies  are  induced  to  register  and 
to  accumulate  reserve  funds  and  charge  rates  which,  like 
those  of  ordinary  life  companies,  will  be  adequate  to  meet 
their  future  obligations.  When  registered  they  are  re- 
quired to  have  expert  valuations  periodically  made  of  their 
resources  and  liabilities  and  proper  balance  sheets  published 
of  their  affairs.  The  knowledge  of  their  condition  thus 
furnished  to  their  members  and  to  the  public  is  relied  on 
to  check  mismanagement.  The  law  makes  no  attempt  at 
further  interference. 

The  strength  of  the  system  in  that  country  lies  in  the 
fraternal  ties  which  bind  the  members  to  their  societies. 
It  was  this  which  enabled  reforms  to  be  successfully  intro- 
duced into  many  of  them  which,  according  to  any  com- 
mercial standard,  were  already  bankrupt.  The  strength  of 
the  system  in  any  country  must  depend  on  the  fraternal 
character  of  the  society  in  fact  as  well  as  in  name.  The 
chief  weakness  of  the  system  lies  in  the  temptation  to 
divorce  its  twofold  functions  of  benevolence  and  insurance, 
to  regard  the  society  either  as  a  mere  insurance  organiza- 
tion for  business  purposes,  or  else  as  a  brotherhood  whose 
ties  are  strong  enough  to  outweigh  any  defects  in  its  insur- 
ance methods.  When  the  fraternal  spirit  among  the  mem- 
bers is  wanting,  its  work,  to  be  a  success,  must  be  carried 
on  along  the  business  lines  which  characterize  the  ordinary 
insurance  office.  Such  a  change  has  actually  taken  place 
on  a  magnificent  scale  in  the  more  recent  development  of 
these  societies.  It  was  from  the  fraternal  society  both 
here  and  in  Great  Britain  that  industrial  insurance  was 
evolved.    It  was  just  fifty  years  ago  that  the  managers 
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of  such  a  society  in  London  conceived  a  plan  for  abandon- 
ing its  fraternal  features  and  furnishing  insurance  to  the 
poor  on  a  strictly  business  basis.  This  was  the  origin  of 
the  famous  British  Prudential  Insurance  Company,  whose 
policies  are  now  found  in  the  home  of  almost  every  work- 
ingman  in  'that  country.  Such  was  the  origin  too  some 
twenty  years  later  of  the  Prudential  Insurance  Company 
of  America,  which  started  as  a  friendly  society  in  New 
Jersey  and  whose  policies  along  with  those  of  its  later  com- 
petitors are  to  be  found  in  millions  of  American  homes. 

The  experience  of  Great  Britain  is  being  repeated  in 
America.  A  similar  insufficiency  in  the  rates  and  ignorance 
of  sound  insurance  principles  have  resulted  in  numerous 
failures  and  now  threaten  the  solvency  of  many  of  our 
American  societies.  Similar  efforts  are  now  being  earnestly 
made  both  by  the  more  intelligent  of  the  members  and  by 
state  authorities  to  place  fraternal  insurance  on  a  sounder 
basis. 

With  this  preliminary  historic  review,  I  enter  at  once  on 
the  discussion  of  the  more  technical  features  of  fraternal, 
insurance.  First  let  us  examine  the  structure  and  legal 
character  of  these  associations.  They  generally  consist 
of  one  parent  society  with  its  constitution  and  by-laws  and 
having  numerous  subordinate  local  branch  societies  termed 
lodges.  These  local  societies  are  created  by  the  parent, 
from  which  they  receive  their  charters  or  right  to  exist. 
They  are  governed  by  its  constitution  and  the  laws  which 
it  lays  down.  In  all  questions  of  dispute  the  parent  so- 
ciety has  final  jurisdiction.  In  a  word,  the  local  lodge, 
while  it  has  separate  existence  as  a  society  itself,  and  may 
within  the  limits  allowed  regulate  its  own  affairs,  remains 
subject  to  the  parent  society  of  which  it  is  a  part.  This 
parent  society  is  known  as  the  grand  lodge  and  is  made 
up  of  representatives  chosen  by  the  local  lodges.  Some- 
times a  further  subdivision  is  made  and  the  parent  society 
or  supreme  lodge  is  made  up  of  representatives  from  a 
number  of  grand  lodges  each  with  its  local  lodges. 
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The  membership  of  the  society  as  a  whole  is  thus  made 
up  of  the  members  of  these  various  local  lodges.    The 
government  is  purely  democratic.    Every  member  is  en- 
titled to  a  vote  in  his  own  local  society  and  thus  has  a  voice 
in  the  selection  of  the  rulers  and  in  making  the  laws  for 
the  whole.    Initiatory  rites  and  ceremonials  are  a  common 
feature.    Unlike  the  British  societies,  in  which  sick  relief 
is  a  prominent  feature,  most  of  our  American  associations 
confine  their  insurance  work  to  the  payment  of  death  and 
disability  benefits.    The  funds  required  for  this  purpose 
are  collected  in  the  form  of  assessments  by  the  local  lodges 
and  turned  over  to  the  officers  of  the  parent  society,  by 
whom  the  insurance  business  of  the  whole  is  managed. 
Sick  benefits  when  allowed  are  usually  paid  by  the  local 
lodges  to  their  members  out  of  their  own  separate  funds. 
Expenses  are  generally  met  by  dues  and  initiation  fees. 
These  local  lodges  thus  act  both  as  separate  societies  in 
the  management  of  their  own  affairs  and  as  agents  of  the 
parent  society  in  collecting  the  common  insurance  funds 
and  in  securing  the  membership. 

It  will  thus  be  seen  that  in  their  constitutions  these  so* 
cieties  resemble  in  many  ways  the  ordinary  social  club 
and  for  certain  purposes  the  law  so  regards  them.  The 
active  fraternal  or  benevolent  features  of  the  society  apart 
from  its  insurance  work  are  chiefly  confined  to  the  local 
societies,  where  the  individual  members  meet  for  business 
and  social  purposes  and  where  the  spirit  of  fraternity  is 
fostered.  They  resemble  too  in  certain  respects  some  of 
our  church  organizations,  with  which  the  law  frequently 
compares  them.  We  have  our  individual  church  societies 
with  their  social  and  benevolent  activities  governed  by 
representative  bodies  from  the  various  churches  and  the 
whole  united  under  one  denominational  form  of  govern- 
ment.   These  correspond  to  the  local  and  grand  lodges. 

These  societies  are  sometimes  organized  under  corporate 
charters  granted  by  the  state,  sometimes  like  the  ordinary 
club  they  are  mere  voluntary  associations.    Most  of  our 
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states  now  have  general  laws  prescribing  how  these  societies 
may  be  formed  and  carried  on.  When  so  formed  the  law 
itself  becomes  their  constitution.  Sometimes  the  parent 
society  is  thus  incorporated  while  the  inferior  lodges  re- 
main voluntary  associations.  Sometimes  it  is  the  reverse. 
But  in  all  laws  regarding  their  formation  their  character 
as  benevolent  societies  is  insisted  on.  They  are  not  al- 
lowed like  ordinary  companies  to  carry  on  insurance  busi- 
ness for  profit,  and  its  benefits  are  usually  limited  to  the 
relatives  or  dependents  of  the  members.  There  are  some 
important  legal  distinctions  between  those  societies  which 
are  incorporated  and  those  which  are  not,  especially  as  to 
property  rights,  upon  which  I  have  not  the  time  to  enter. 
The  courts  endeavor  in  either  case  so  far  as  the  law  allows 
to  enforce  the  rules  which  they  have  made  for  themselves, 
if  they  are  fair  and  reasonable.  Nearly  all  these  societies 
have  their  own  judicatories  for  determining  the  standing 
and  rights  of  their  members,  by  whose  decision  the  mem- 
bers must  abide.  These  the  courts  will  refuse  to  interfere 
with  so  long  as  they  act  honestly  and  fairly  within  their 
legitimate  province.  They  are  mutual  societies  in  which, 
like  churches,  the  members  are  expected  to  abide  by  the 
form  of  government  to  which  they  have  subscribed.  A 
local  lodge  may  be  cut  off  from  affiliation  with  the  parent 
society  or  may  cut  itself  loose  just  as  a  church  may  cut 
loose  from  its  denominational  connection.  In  neither  case 
is  the  society  itself  dissolved.  It  simply  loses  the  rights 
which  belonged  to  it  as  a  member  of  the  parent  society 
and  must  surrender  whatever  is  in  its  possession  belonging 
to  the  parent.  If  it  has  a  charter  from  the  state,  the  state 
laws  governing  it  as  a  corporation  are  superior  to  any  rules 
of  the  association  itself. 

On  one  point,  however,  whether  incorporated  or  not, 
the  courts  are  insistent,  that  is,  no  rule  or  action  of  the 
society  can  deprive  a  local  lodge  or  a  member  of  insurance 
or  other  property  interests  which  are  already  vested,  that 
is,  in  which  an  unconditional  ownership  has  been  estab- 
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lished.  Where  they  are  incorporated,  like  other  corpora- 
tions they  are  regarded  by  the  law  as  artificial  persons 
acting  through  their  officers  as  their  agents  and  with  no 
personal  liability  on  the  part  of  the  members  except  those 
imposed  by  the  rules  of  the  society  itself.  Where  they  are 
not  incorporated  their  legal  character  is  not  so  easy  to 
define.  They  are  often  regarded  as  a  peculiar  kind  of 
partnership  qualified  by  the  special  purposes  for  which 
they  were  organized. 

It  will  be  seen  from  this  brief  sketch  that  these  societies 
in  their  constitution  and  structure  are  strongly  analogous 
to  the  ordinary  social  club  or  religious  society,  and  bear  all 
the  earmarks  of  their  historic  origin. 

But  they  also  have  another  aspect  in  the  eyes  of  the  law. 
In  respect  to  their  insurance  features  they  are  regarded  as 
business  associations  furnishing  a  peculiar  type  of  insur- 
ance under  contracts  or  agreements  which  are  governed 
by  the  ordinary  principles  of  the  law  of  contracts.  This 
leads  us  at  once  to  the  insurance  features  of  these  societies. 
*  As  insurance  associations  they  are  treated  as  mutual  com- 
panies regulated,  of  course,  by  their  charter  and  by-laws, 
with  which  every  member  is  assumed  to  be  familiar.  An 
application,  much  like  that  of  the  ordinary  company,  set- 
ting forth  the  age  and  health  and  other  details  regarding 
his  desired  insurance,  is  usually  required  of  the  applicant 
for  membership.  Instead  of  the  ordinary  policy  he  usually 
receives  what  is  called  a  certificate  of  membership,  reciting 
that  he  is  a  member  of  the  society  and  entitled  to  its  privi- 
leges, and  to  share  up  to  a  specified  amount  in  its  bene- 
ficiary fund,  subject,  however,  to  the  laws  and  rules  of  the 
order,  and  conditioned  on  his  compliance  with  them.  This 
certificate  in  connection  with  the  laws  of  the  society  is 
his  insurance  contract.  It  will  be  noted  that  unlike  the 
ordinary  insurance  policy,  which  is  a  mere  business  agree- 
ment between  the  company  and  the  purchaser  for  a  specified 
consideration,  these  certificates  are  simply  a  recognition 
of  the  rights  of  the  member  which  flow  through  his  mem- 
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bership,  to  share  in  the  benevolent  fund.  Unlike  the  ordi- 
nary policy  which  becomes  the  property  of  the  beneficiary 
named  in  it,  no  matter  who  secured  it  or  paid  the  premium, 
these  certificates  remain  the  property  of  the  member,  who 
can  usually  change  the  beneficiary  at  will. 

The  conditions  on  which  those  rights  are  to  be  enjoyed 
are  not,  as  in  the  case  of  the  policy,  set  out  in  the  certifi- 
cate itself,  but  are  to  be  found  in  the  rules  of  the  society. 
Thus  the  mutual  and  fraternal  idea  of  this  insurance  is 
adhered  to.  More  than  this,  it  is  not  allowed  under  the 
laws  of  most  of  the  states  to  be  a  cpld  business  agreement 
for  the  payment  of  a  fixed  sum  of  money  for  a  definite 
premium.  Either  the  amount  must  be  capable  of  modi- 
fication and  adjustment  according  to  the  actual  ability 
of  the  society  to  pay,  or  it  must  reserve  the  right  to  assess 
its  members  for  enough  to  make  up  the  required  benefit. 
The  societies  are  thus  relieved  from  the  obligation  imposed 
on  ordinary  life  companies  to  create  and  maintain  a  reserve 
fund  which  will  be  mathematically  sufficient  to  pay  their 
insurance  obligations.  In  theory  they  can  never  become 
insolvent  because  never  obliged  to  pay  more  than  they  are 
able  or  more  than  that  they  can  collect  from  their  members. 
As  a  matter  of  fact,  they  have  failed  disastrously  at  times 
because  they  had  neither  the  requisite  fund  nor  could 
collect  the  needed  assessments. 

Until  very  recent  years  it  has  been  the  almost  universal 
practice  to  limit  the  actual  funds  of  the  society  to  the  small- 
est amount  which  was  deemed  necessary  to  meet  special 
emergencies.  The  constant  inflow  of  new  members,  it  was 
argued,  would  prevent  serious  deficiencies,  and  the  frater- 
nal spirit  of  the  members  would  do  the  rest.  The  prime 
object  aimed  at  was  to  give  the  insurance  at  the  least 
possible  outlay  to  the  members  in  a  work  which  was  as- 
sumed to  be  benevolent  in  its  character  and  not  conducted 
for  profit.  The  fallacy  of  these  views  is  now  being  gen- 
erally recognized,  as  we  shall  shortly  see. 

The  payments  made  by  the  members  are  not,  as  in 
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ordinary  life  insurance,  premiums  paid  for  the  purchase 
of  a  pure  business  contract,  but  are  generally  of  two  kinds, 
initiation  fees  and  dues,  used  as  in  ordinary  clubs  for  the 
expenses  of  the  society,  and  assessments  levied  on  its  mem- 
bers as  contributions  to  its  insurance  fund,  and  are  pro- 
vided for  in  the  rules  of  the  society  itself. 

In  the  earlier  days  of  the  societies  these  assessments  were 
generally  alike  in  amount  regardless  of  age  and  were  col- 
lected only  on  the  death  of  a  member  for  the  payment  of 
his  benefit,  thus,  as  you  observe,  carrying  out  still  further 
the  idea  of  fraternity.  But  as  the  societies  grew  older  the 
fallacies  of  this  method  were  taught  the  members  by  a 
hard  experience.  By  simply  dropping  his  insurance  which 
he  had  already  enjoyed  a  member  could  escape  paying  his 
share  of  the  death  losses.  As  the  members  grew  older 
and  the  death  losses  increased,  those  that  were  younger 
were  not  long  in  discovering  that  they  were  contributing 
more  than  their  share  to  the  death  losses,  which  were 
chiefly  among  the  old.  As  a  result  these  dropped  their 
membership  and  joined  younger  societies.  New  recruits 
to  fill  their  places  could  not  be  obtained.  The  average 
age  of  those  that  were  left  continued  to  increase  and  the 
assessments  to  grow  heavier.  This  in  turn  increased  the 
withdrawals,  until  at  last  few  remained  except  the  sick  and 
aged.  Assessments  for  losses  could  no  longer  be  collected, 
and  the  society  would  dissolve,  leaving  a  body  of  old  and 
infirm  deprived  of  the  benefits  for  which  they  had  so  long 
contributed.  This  has  been  the  story  of  scores  of  these 
societies  in  the  past,  and  where  otherwise  honestly  managed 
has  been  the  cause  of  the  numerous  failures  in  this  class  of 
insurance.  In  spite  of  all  the  efforts  to  place  assessment 
rates  on  a  sounder  basis,  their  inadequacy  and  inequity 
as  between  the  younger  and  older  ages  still  continues  to 
threaten  the  permanence  of  a  large  proportion  of  our 
fraternal  societies.  As  we  have  stated,  most  of  the  exist- 
ing societies  are  less  than  thirty  years  old.  In  many  of 
them  the  members  have  only  within  recent  years  reached 
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the  ages  where  these  dangers  in  a  serious  form  began  to 
be  felt.  The  members  themselves  were  generally  unfamiliar 
with  the  principles  of  insurance.  The  favorite  argument 
was  that  a  society  of  this  kind  was  like  any  village  com- 
munity where  the  young  continually  take  the  place  of  the 
old  and  the  community  as  a  whole  grows  no  older.  Hence 
it  was  said  that  a  scale  of  assessments  which  were  suffi- 
cient for  the  early  years  of  such  a  society  would  continue 
so.  I  emphasize  this  point.  It  has  been  in  one  shape  or 
another  the  favorite  argument  and  popular  delusion  among 
the  members  of  these  societies  which  more  than  any  other 
has  been,  and  continues  to  be,  perhaps  the  greatest  ob- 
stacle in  the  way  of  reform.  To  this  day,  when  the  need 
of  large  contributions  on  the  part  of  older  members  is 
urged,  some  veteran  will  bring  forward  the  old  simile  of 
the  village  or  town  community  whose  average  age  is  no 
greater  to-day  than  it  was  a  score  of  years  ago,  and  insist 
that  all  which  the  society  needs  is  to  increase  its  member- 
ship by  securing  new  applicants  in  order  to  bring  down 
the  death  rate  and  make  the  rates  sufficient. 

Let  us  see  why  this  is  not  true,  for  it  is  a  vital  question 
in  this  business.  The  average  ages  of  a  village  community 
remain  unchanged  only  after  that  community  has  reached 
a  normal  average  age  and  only  so  long  as  there  are  neither 
removals  from  or  to  the  village  and  the  birth  rate  just 
keeps  pace  with  the  death  rate.  But  any  change  in  these 
conditions  will  alter  that  average  age  of  the  inhabitants 
until  a  new  normal  age  is  reached.  If  the  average  age  of 
the  inhabitants  is  thirty  years  and  the  births  should  ex- 
ceed the  deaths,  it  would  begin  to  drop  to  some  lower  age. 
On  the  contrary,  if  there  should  be  an  excess  of  deaths  the 
average  age  would  begin  to  go  up.  The  removal  from  or 
to  the  village  of  younger  members  would  have  the  same 
effect.  Throughout  New  England  you  will  find  scores  of 
towns  made  up  almost  entirely  of  elderly  people.  The 
young  folks  have  emigrated  and  the  children  are  missing. 
On  the  contrary,  in  the  great  West  are  hundreds  of  settle- 
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ments  made  up  chiefly  of  young  settlers  and  their  children, 
whose  average  will  increase  in  the  way  described  until  a 
normal  age  is  reached  as  the  settlement  itself  grows  older. 

The  process  in  these  societies  is  the  same.    When  first 
organized  they  are  chiefly  made  up  of  younger  members 
among  whom  the  deaths  are  comparatively  few.    Rates 
may  be  charged  that  are  not  only  enough  to  pay  the  claims 
as  they  arise,  but  to  create  a  surplus  in  the  hands  of  the 
society.    This  further  helps  to  mislead  the  members,  who 
point  to  the  surplus  as  a  proof  of  the  soundness  of  the 
association.    But  gradually  these  members  grow  older  and 
the  deaths  increase.    For  a  time  new  members  who  are 
young  can  be  procured  to  take  their  places.    But  the  whole 
group  is  still  young  and  unless  the  new  additions  are  largely 
in  excess  of  the  death  losses  and  withdrawals,  the  average 
age  in  such  a  society,  and  with  it  the  death  losses,  will 
continue  to  increase  until  as  in  the  village  community  a 
normal  average  age  is  reached.    If  the  average  age  of  the 
members  in  a  new  society  was  thirty,  for  instance,  it  might 
gradually  increase  to  forty,  although  a  new  young  member 
was  added  for  each  member  that  was  lost.    But  this  is 
not  all.    As  the  members  of  such  a  society  grow  older  the 
death  rate  increases  faster  than  the  age.    At  forty  it  may 
be  only  one  in  a  hundred.    At  sixty  it  will  be  three  times 
as  great.    So  that  while  enough  new  members  may  have 
been  taken  in  to  keep  the  average  age  in  such  a  society 
down  to  the  original  figures,  the  actual  losses  will  continue 
to  roll  up  through  the  increasing  deaths  of  these  older 
members. 

As  the  assessments  for  these  losses  grow  heavier  the 
difficulty  of  procuring  new  members  will  increase,  and  those 
who  have  already  joined  will  continue  to  drop  off  and 
hasten  on  the  ruin  in  the  way  already  described.  The 
society  may  really  be  likened  to  one  of  those  Western 
village  communities  whose  inhabitants  are  all  young  at 
the  start,  but  from  which  the  young  and  healthy  are  grad- 
ually drawn  away  to  more  attractive  settlements  else- 
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where  until  the  whole  becomes  like  a  New  England  village. 
As  the  membership  dwindles  the  average  age  continues 
to  increase  indefinitely. 

When  the  members  of  such  a  society  have  reached  a 
certain  age,  the  cost  of  insurance  becomes  too  heavy  to  be 
borne  by  themselves  unless  aided  by  younger  members. 
It  has  been  found  that  the  average  member  who  has  passed 
much  beyond  the  age  of  sixty  can  no  longer  afford  to  pay 
the  heavy  cost  of  his  own  insurance. 

In  practice,  these  societies  start  with  a  limited  member- 
ship which  they  increase  year  by  year.  The  births  as  it 
were  at  first  far  outnumber  the  deaths  and  as  a  consequence 
for  a  while  there  will  be  no  noticeable  increase  in  the  death 
rate.  This  growth  may  be  rapid  enough  to  conceal  the 
real  conditions  for  years.  But  there  is  another  peculiar 
feature  here.  In  order  to  keep  down  the  death  rate,  not 
only  must  the  society  grow  but  the  number  of  new  mem- 
bers added  must  each  year  become  greater.  Now  there  is 
a  limit  to  this  rate  of  growth  even  under  favorable  cir- 
cumstances. When  it  is  reached,  be  it  sooner  or  later, 
then  the  trouble  begins.  This  is  why  some  of  the  larger 
societies  have  gone  on  year  after  year  with  apparent 
success  while  their  small  competitors  were  in  distress. 
They  were  able  to  increase  their  new  membership  at  a 
faster  rate  than  the  others.  And  what  is  worse,  this  long- 
continued  success  makes  the  members  skeptical  about  the 
insufficiency  of  their  rates  when  the  assessments  finally 
become  inadequate  to  meet  their  claims.  They  simply  rely 
on  their  past  experience. 

It  has  been  a  favorite  argument  too  on  the  part  of  these 
societies  that  the  spirit  of  fraternity  should  be  strong 
enough  to  overcome  any  feeling  of  injustice  among  the 
members  and  to  induce  them  to  make  good  deficiencies. 
In  truly  benevolent  organizations  this  fraternal  feeling 
has  proved  a  valuable  aid  in  sustaining  societies  that  were 
financially  embarrassed.  Both  in  Great  Britain  and 
America,  associations  which,  measured  by  ordinary  mer- 
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cantile  standards,  would  be  pronounced  hopelessly  insol- 
vent, have  been  carried  along  for  years  through  the  loyal 
support  of  their  members.  Such  was  in  fact  the  condition 
of  many  of  those  British  associations  which  were  finally 
rescued  and  placed  on  a  sound  basis  through  the  adoption 
of  correct  principles. 

And  just  here  I  wish  to  speak  of  a  class  of  associations 
in  this  country  which  are  often  confounded  with  the  fra- 
ternal society  and  whose  disastrous  records  in  the  past 
have  done  much  to  bring  reproach  on  these  associations. 
I  refer  to  a  certain  class  of  assessment  companies,  organ- 
ized on  somewhat  similar  lines,  whose  premiums  were  col- 
lected in  the  shape  of  assessments,  but  which  were  in  reality 
nothing  more  than  ordinary  life  companies,  carried  on  for 
profit  on  the  assessment  principle.  There  were  no  real 
fraternal  features  .in  their  make-up  nor  fraternal  feelings 
among  their  members,  who  were  solicited  and  joined  solely 
for  the  purpose  of  securing  insurance  on  what  was  claimed 
to  be  cheaper  terms.  Many  of  them  were  conducted  in  an 
honest  belief  that  the  principle  was  sound.  As  business 
institutions  their  history  has  been  so  replete  with  failures 
that  they  have  evoked  the  severest  condemnation  on  the 
part  of  state  officials  and  called  forth  restrictive  legisla- 
tion. Their  system  has  since  been  admitted  to  be  falla- 
cious by  its  most  intelligent  former  supporters,  and  those 
of  them  which  remain  have  for  the  most  part  abandoned 
or  altered  their  assessment  methods. 

It  is  almost  needless  to  say  that  they  are  not  included  in 
the  subject  of  the  present  lecture.  I  refer  to  them  chiefly 
as  illustrations  that  the  assessment  methods  of  the  fra- 
ternal society  have  proved  fallacious  when  applied  to 
mere  business  companies  in  which  the  principles  of  fra- 
ternalism  were  absent. 

Another  favorite  argument  has  been  that  inequalities 
between  the  members  on  account  of  differences  in  age 
would  in  a  measure  correct  themselves  as  each  member 
in  turn  passed  through  the  successive  ages.    But  this  is 
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assuming  that  each  entered  at  the  same  age  and  survived 
and  retained  his  membership  to  the  end,  none  of  which  are 
true.  Experience  has  shown  that  ordinary  selfish  business 
instincts  influence  the  members  even  in  the  most  fraternal 
of  these  associations,  and  that  new  members  can  neither 
be  procured  nor  existing  members  retained  after  finding 
that  it  is  to  their  interest  to  drop  their  connection. 

Various  plans  have  been  proposed  or  adopted  by  the 
societies  from  time  to  time  in  order  to  remedy  these  con- 
ditions. Assessments  monthly  or  at  other  fixed  periods 
have  now  been  substituted  for  assessments  on  the  death  of 
a  member.  Emergency  and  mortuary  funds  have  been 
accumulated  to  meet  deficiencies,  but  generally  wholly 
inadequate  for  the  purpose.  Diminishing  benefits  at  the 
older  ages  have  been  proposed.  Assessments  graded 
according  to  the  age  at  entry  but  remaining  fixed  there- 
after have  been  tried,  and  this  is  the  present  method 
adopted  by  a  large  number  of  these  societies.  Assess- 
ments increasing  with  each  age  attained  by  the  member 
have  been  proposed.  As  a  compromise,  assessments  in- 
creasing with  each  ten  years,  known  as  the  step-rate  plan, 
have  been  recommended,  as  have  assessments  increasing 
with  each  age  attained  by  the  member  and  covering  the 
cost  of  his  insurance  for  that  year,  known  as  the  natural 
premium  plan;  but  the  trouble  with  this  last  is  that  the 
cost  becomes  too  heavy  for  the  older  members  to  carry. 
A  few  have  actually  accepted  the  better  class  of  British 
friendly  societies  as  their  models  and  have  undertaken, 
like  the  regular  companies,  to  charge  a  level  assessment 
rate  fixed  according  to  the  age  at  entry  and  which  will 
be  large  enough  to  accumulate  a  reserve  that  will  meet 
the  increased  cost  of  insurance  at  the  older  ages,  or  that 
modified  form  of  the  same  referred  to  as  the  step-rate  plan. 

This  is  the  plan  now  advocated  both  by  the  most  intelli- 
gent advisers  of  these  societies  and  by  state  officials.  It 
is  the  plan  which  many  of  the  best  of  these  societies  are 
considering  or  proposing  to  adopt.    It  would  seem  to  be 
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the  only  true  solution  of  the  difficulty.  Their  insurance 
business  in  order  to  be  permanent  must  be  conducted  on 
the  same  mathematical  principles  as  that  of  ordinary  life 
companies.  This  does  not  mean  that  it  must  in  all  re- 
spects conform  to  the  methods  applicable  to  the  latter. 
The  business  of  the  ordinary  company  is  carried  on  for 
profit.  Its  policy-holders  are  like  the  creditors  of  any 
other  corporation.  The  contract  is  a  rigid  one  and  the 
premiums  are  fixed;  its  commercial  security  demands  that 
both  the  premium  payments  and  reserve  funds  shall  be 
in  excess  of  the  probable  needs,  in  order  to  meet  the  un- 
certainties of  the  future. 

With  the  fraternal  society  the  case  is  different.  The 
insurance  which  it  promises  is  either  simply  a  maximum 
sum  whose  actual  amount  may  be  reduced  by  inability 
to  pay,  or  additional  assessments  may  be  levied  to  make 
good  the  deficiency.  The  conditions  which  would  make  an 
ordinary  life  company  commercially  insolvent  and  lead 
to  its  closing  may  simply  cause  increased  assessments  or 
reduced  benefits  in  the  case  of  the  friendly  society.  The 
fraternal  ties  of  the  members  help  to  hold  them  together 
in  case  of  adversity. 

The  great  aim  of  these  societies  is  to  furnish  insurance 
at  the  least  possible  immediate  outlay  to  their  members, 
and  to  avoid  the  expenses  incident  to  insurance  as  a  busi- 
ness. Hence  their  paid  officers  and  agents  are  as  few  as 
possible.  The  salaries  needed  for  expert  talent  are  usually 
wanting.  The  work  is  largely  carried  on  through  the 
members  themselves  and  their  lodge  system.  Their 
equipment  for  conducting  the  society  as  a  financial  busi- 
ness corporation  is  limited.  Surplus  in  the  sense  of  busi- 
ness profits  is  regarded  as  foreign  to  their  character,  and 
the  accumulation  of  funds  beyond  what  is  absolutely 
needed  is  discouraged  as  a  temptation  to  extravagance  as 
well  as  an  additional  tax  on  the  members.  Dividends  of 
surplus  profits  to  the  members  are  not  allowed.  Any 
supposed  excess  of  funds  is  met  by  reducing  the  assess- 
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mentSy  and  any  interest  which  a  member  might  have  in 
those  funds  is  lost  on  his  withdrawal.  He  has  no  right 
to  claim  a  surrender  value  as  in  the  ordinary  company 
on  giving  up  his  certificate. 

You  note  how  in  all  these  features  the  idea  of  f raternalism 
distinguishes  these  societies  from  ordinary  life  companies. 
They  enter  directly  into  the  question  of  the  proper  remedies 
for  their  defects.  The  failure  on  the  part  of  many  officials 
and  life  insurance  experts  to  properly  appreciate  them  has 
been  one  of  the  difficulties  in  the  way  of  reform.  A  pre- 
mium rate  adequate  to  the  risk  and  a  reserve  adequate  for 
future  deficiencies  in  the  life  insurance  sense  would  seem 
to  be  essentials,  if  they  are  to  furnish  anything  more  than 
mere  temporary  or  term  insurance.  But  it  does  not  fol- 
low that  this  rate  must  be  computed  on  a  table  of  mor- 
tality heavier  than  their  own  experience,  nor  that  it  must 
be  loaded  with  a  margin  for  contingencies  and  expenses 
like  that  of  the  ordinary  life  companies.  Nor  does  it 
follow  that  their  reserve  funds  as  in  the  case  of  ordinary 
companies  should  be  in  excess  of  their  obvious  needs.  It 
would  seem  essential  too  that,  as  in  the  case  of  our  ordinary 
companies,  official  valuations  of  their  assets  and  liabilities 
and  balance  sheets  of  their  accounts  should  be  required. 
It  does  not  follow,  however,  that  the  same  measure  of 
supervision  and  control  over  their  affairs  should  be  exer- 
cised by  the  state  authorities,  since  they  are  not  ordinary 
business  corporations  nor  subject  to  commercial  insolvency 
in  the  strict  sense  of  the  word.  It  is  held  by  many  that 
the  functions  of  the  state  are  ended  when,  as  in  Great 
Britain,  such  valuations  and  balance  sheets  are  published 
and  the  members  are  left  with  a  knowledge  of  the  facts  to 
deal  with  their  societies  as  they  will.  These  are  all  con- 
troverted questions  on  which  I  hesitate  to  express  any 
decided  opinion.  When,  however,  a  society  has  become  so 
mismanaged  or  its  affairs  have  become  so  hopelessly  involved 
that  its  ruin  is  inevitable,  the  state  should  at  least  have 
power  to  prevent  a  further  increase  of  its  membership. 
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In  new  societies  the  needed  reforms  are  comparatively 
easy.    But  many  of  these  societies  have  been  years   in 
existence.    The  increase  of  their  rates  to  an  adequate 
figure  at  the  older  ages  means  a  heavy  burden  on  their 
older  members  which  some  would   be  unable  to  bear. 
Hence  these  members  are  apt  to  favor  the  inequalities  of 
present  methods.    Otherwise,  they  say,  we  shall  be  driven 
out.    On  the  other  hand,  the  young  member  argues  that 
the  societies  are  for  the  benefit  of  those  with  dependent 
families.    The  families  of  the  old  are  no  longer  dependent, 
and  the  young  should  not  be  forced  to  pay  for  their  insur- 
ance. 

Most  of  the  reforms  thus  far  attempted  have  been  a 
compromise  between  these  two  views.  The  rates  have 
from  time  to  time  been  increased,  especially  at  the  older 
ages  when  deficiencies  arose  that  actually  compelled  it, 
but  never  to  an  adequate  figure,  and  as  the  ages  continued 
to  increase  new  revisions  were  made.  In  some  of  the  older 
societies  such  a  system  of  compromise  may  be  the  only 
solution  of  the  problem  unless  their  old  members  are  to 
be  driven  out  or  their  ability  to  secure  new  members  is  to 
cease  and  the  society  is  allowed  to  collapse.  But  even  then 
the  difficulty  will  be  to  so  regulate  the  inequality  between 
the  groups  that  additions  to  the  young  membership  can 
be  kept  up  until  such  time  as  the  rates  can  step  by  step 
be  finally  raised  to  an  adequate  basis. 

The  hardest  task  of  all  has  been  to  educate  the  mem- 
bers up  to  these  needed  reforms,  which  mean  to  them 
heavier  assessments  and  an  insurance  more  costly  than  was 
promised  when  they  joined.  The  insurance  officials  of  our 
various  states  and  the  best  representative  men  of  these 
societies  themselves  are  now  earnestly  striving  both  through 
legislation  and  through  the  education  of  the  membership 
to  solve  the  difficult  problem.  The  laws  regarding  these 
societies  heretofore  have  been  little  else  than  mere  rules 
for  their  organization  and  management.  No  provisions 
for  securing  their  permanent  solvency  are  made  as  in  the 
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case  of  our  ordinary  life  companies.  In  most  of  the  states 
they  have  been  left  to  run  their  own  course.  Their  mem- 
bers as  a  body  are  exceedingly  jealous  of  attempts  by  legis- 
lation to  increase  the  cost  of  the  insurance  which  they 
offer  or  in  any  way  to  reduce  their  popularity  or  their 
freedom  of  action.  Through  the  ballot  box  they  have 
stood  ready  by  their  numbers  to  defeat  any  attempted 
laws  which  they  believe  to  be  inspired  by  a  spirit  of  antag- 
onism. Any  attempted  legislation  for  the  regulation  of 
these  societies  to  be  successful  must  be  framed  in  a  friendly 
attitude  with  a  recognition  of  their  rights  as  mutual  clubs 
to  regulate  their  own  affairs  within  proper  limits. 

A  healthy  change,  however,  has  been  gradually  taking 
place  within  the  last  few  years  in  the  attitude  of  their  own 
members  as  well  as  of  the  public.  The  opposition  to  legal 
interference  of  any  kind  has,  in  a  measure,  yielded  to  a 
growth  of  public  sentiment  favoring  state  regulation  of 
insurance.  This  movement  has  been  aided  by  the  popular 
excitement  which  followed  the  exposures  of  mismanage- 
ment on  the  part  of  some  of  the  regular  life  companies 
in  1905.  Prominent  fraternal  organizations,  which  had 
long  enjoyed  a  wide  popularity,  as  well  as  smaller  societies, 
have  found  themselves  facing  a  threatened  deficiency  in 
the  near  future  in  consequence  of  a  rapid  increase  of  death 
claims.  Investigations  have  shown  their  managers  that  a 
radical  increase  in  their  rates  is  essential  to  their  con- 
tinued existence.  Such  increase  has  been  at  times  strongly 
opposed  by  those  of  the  members  who  felt  unable  to  carry 
the  burden.  The  effect  of  the  agitation  has  been  a  more 
general  recognition  of  the  fact  that  the  rates  must  be  fixed 
according  to  age  and  must  be  baded,  like  those  of  ordinary 
life  companies,  on  an  adequate  table  of  mortality.  The 
National  Fraternal  Congress,  an  association  made  up  of 
representatives  of  the  best  of  the  fraternal  orders,  earnestly 
took  up  the  subject  a  few  years  ago  and  urged  upon  its 
members  the  adoption  of  such  rates  based  upon  the  actual 
mortality  experienced  by  the  societies,  and  the  mainte- 
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nance  of  a  reserve  like  that  of  ordinary  life  companies 
sufficient  to  meet  the  deficiencies  of  the  older  ages,  but 
limited  to  the  actual  amount  mathematically  estimated 
to  be  necessary,  allowing,  however,  no  margins  for  con- 
tingencies or  profits  and  leaving  any  resultant  deficiencies 
to  be  cared  for  by  assessments,  as  before.    Under  the  super- 
vision of  this  Congress  the  mortality  of  the  societies,  which 
it  represented,  was  compiled  and  a  mortality  table  was 
framed  known  as  the  Fraternal  Congress  Table.    The 
rates  computed  from  this  table  have,  from  time  to  time, 
been  adopted  by  a  number  of  these  societies  and  in  some 
states  their  adoption  by  new  societies  has  been  made  com- 
pulsory by  statute.    They  are  not  assumed  to  be  adequate 
for  societies  that  are  in  an  unsound  condition,  but  to  be 
an  essential  aid  in  their  restoration  to  strength  by  redu- 
cing the  future  assessments  which  will  be  required  if  the 
prospective  death  rate  has  not  already  become  too  excess- 
ive.   Various  states,  too,  during  the  past  few  years  have 
empowered  their  insurance  departments  to  exercise  a 
measure  of  supervision  over  these  societies  and  have  com- 
pelled the  latter  to  make  returns  regarding  their  business. 
But  the  supervision  and  returns  have  thus  far  been  limited 
to  publicity  regarding  the  general  conduct  and  condition 
of  their  business.    No  estimate  is  required  of  their  actual 
liabilities  and  little  light  is  thrown  on  their  future  ability 
to  meet  their  obligations,  except  such  as  may  be  gathered 
from  the  facts  presented.    The  theory  that  the  state  is 
concerned  only  with  their  proper  conduct  and  existing 
status  is  still  adhered  to. 

A  special  interest  just  now  attaches  to  fraternal  societies, 
in  view  of  the  popular  agitation  for  a  system  of  compulsory 
insurance,  or  protection  for  employees  analogous  to  those 
now  existing  in  Germany  and  Great  Britain.  The  organiza- 
tion of  mutual  companies  for  the  insurance  of  various 
classes  of  employees,  similar  in  principle  at  least  to 
fraternal  orders,  has  been  among  the  methods  suggested  in 
the  United  States. 
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Now  a  few  words  in  conclusion  concerning  the  character 
of  the  insurance  offered  by  these  societies.  In  essential 
respects  it  is  widely  different  from  that  furnished  by  our 
regular  companies.  In  the  first  place  it  is  strictly  benevo- 
lent in  its  character  and  limited  to  the  members  and  their 
dependents.  It  aims  to  relieve  the  necessities  of  these  in 
a  way  more  effectual  than  the  random  charitable  assistance 
furnished  by  ancient  associations.  It  needs  for  its  suc- 
cess that  the  members  should  be  bound  by  a  spirit  of  real 
fraternity  to  their  association,  and  not  use  their  member- 
ship as  a  mere  cloak  for  ordinary  insurance  purposes.  It 
needs  that  the  members  should  be  actively  interested  in 
the  affairs  of  the  society  and  should  be  ready  to  bear  their 
share  of  the  burdens  in  case  of  errors  in  its  management. 
Their  fraternal  bonds  are  the  chief  substitute  for  the  com- 
mercial security  required  of  an  ordinary  business  corpora- 
tion. 

To  that  large  class  in  the  community  whose  instincts  and 
tastes  lead  them  to  seek  insurance  protection  from  such 
societies  they  aim  to  offer  that  protection  at  the  smallest 
immediate  cost.  The  work  is  done  chiefly  by  the  members. 
Expenses  are  reduced  to  a  minimum.  No  dividends  are 
provided  for  and  the  assessment  rates  are  reduced  to  the 
lowest  figures.  These  are  the  strong  points  urged  by  its 
advocates.  Fraudulent  claims  too  are  less  likely  where 
the  members  take  a  personal  interest,  and  for  that  reason 
these  societies,  in  theory  at  least,  should  be  peculiarly 
adapted  to  deal  with  sick  and  accident  risks  where  fraud 
is  a  special  danger. 

On  the  other  hand,  this  insurance  must  of  necessity  lack 
those  elements  of  commercial  security  which  attach  to  the 
ordinary  life  company  as  a  business  institution  conducted 
by  experts  protected  by  large  cash  accumulations  and 
regulated  by  laws  enacted  with  a  view  to  permanent  sol- 
vency. Until  at  least  the  reforms  referred  to  have  been 
carried  out,  this  insurance  can  hardly  be  regarded  as  of 
more  than  a  temporary  character  covering  the  younger 
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and  more  productive  years  of  life,  with  the  contingency 
that  the  cost  at  old  age  may  prove  too  heavy  to  be  borne 
or  that  inability  to  keep  up  its  membership  may  cause 
default.  In  view  of  the  fact  that  the  whole  machinery  of 
these  societies  is  organized  on  a  benevolent  rather  than  a 
business  basis,  it  has  been  seriously  questioned  how  far 
they  should  attempt  to  grant  endowments  or  large  life 
insurance  benefits  which  involve  investments  of  capital 
for  the  beneficiaries  rather  than  a  simple  relief  from  mis- 
fortune. 

I  believe  that  their  work  should  be  confined  within  their 
legitimate  sphere  and  that  associations,  whether  incorpo- 
rated or  not,  should  not  be  permitted  to  organize  and  con- 
duct their  affairs  as  benevolent  societies  while  they  are 
merely  seeking  through  this  device  to  sell  ordinary  life 
insurance  to  the  public.  Those  who  wish  to  purchase  life 
insurance  policies  as  they  would  purchase  ordinary  stocks 
or  bonds  as  a  pure  business  investment,  who  desire  insur- 
ance contracts  which  shall  be  commercial  and  marketable 
in  their  character  and  who  care  nothing  for  the  institu- 
tion which  may  furnish  them,  should  seek  their  protection 
from  the  ordinary  companies  that  deal  with  insurance 
simply  as  a  business. 

The  numerous  failures  among  these  societies  in  the  past 
and  the  disappointments  resulting  from  the  errors  in  their 
management  have  called  forth  severe  criticism  and  even 
condemnation  of  the  system  itself  from  many  quarters. 
This  has  been  largely  aided  by  the  disastrous  operations 
of  organizations  which  were  in  reality  life  companies 
carried  on  for  mere  business  purposes  but  employing  the 
methods  of  the  fraternal  associations.  Despite  the  failures 
it  must  be  remembered  they  have  furnished  temporary 
protection  to  millions  of  families  and  have  distributed 
hundreds  of  millions  among  the  needy  dependents  of  their 
members.  It  should  be  said  too  that,  carrying  small 
accumulated  funds,  the  actual  moneyed  losses  have  been 
small  compared  with  the  failures.    The  gravest  loss  has 
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been  the  disappointment  of  those  whose  protection  failed 
at  an  age  when  they  could  no  longer  afford  to  purchase 
fresh  insurance. 

Despite  their  defects  these  societies  are  doing  a  great 
and  responsible  work  among  those  who  prefer  the  form  of 
protection  which  they  offer.  The  communal  spirit  which 
created  the  ancient  clubs  of  Rome  and  the  guilds  of  more 
modern  Europe  has  been  strengthened  by  the  antagonistic 
spirit  of  selfish  individualism  which  characterizes  our 
commercial  age.  Fraternal  insurance  should  be  dealt 
with  as  an  evolution  of  these  more  primitive  societies  that 
is  here  to  stay,  backed  by  the  votes,  if  need  be,  of  the  mil- 
lions who  support  it;  but  calling  as  in  Great  Britain  for 
beneficent  laws  and  the  intelligent  cooperation  of  its  mem* 
bership  to  remedy  its  defects. 


CHAPTER  XXVI 

BURIAL    (OR   "  INDUSTRIAL")    IN8UKANCE  » 

Industrial  insurance  is  of  comparatively  modern 
origin  in  this  country.  All  forms  of  life  insurance  are  the 
result  of  slow  development  in  theory  and  practice,  but  fen* 
industrial  insurance  it  may  be  claimed  that  it  is  the  out- 
growth of  ages  of  experiments  to  provide,  by  an  effective 
and  absolutely  certain  method,  for  the  most  simple  needs 
of  the  mass  of  the  population  at  the  hour  of  death.  The 
mass  of  the  people  are  confronted  by  the  fact  that  death 
means  a  large  expense,  usually  a  burdensome  debt,  to  meet 
the  cost  of  burial,  or  a  heavy  draft  on  slender  savings,  the 
result  of  years  of  abstinence  and  foresight,  or  the  alterna- 
tive of  state  or  private  charity.  However  remote  the 
chance  of  death  may  appear  at  times,  it  is  an  ever-present 
contingency,  for  which  an  effective  provision  has  become 
a  necessity  of  civilized  life. 

Industrial  insurance  is  so  called  because  the  system  is 
primarily  designed  to  meet  the  needs  of  wage-earners 
employed  in  manufacturing  industries,  and  the  weekly 
premium  payments  coincide  with  the  weekly  payment 
of  wages  and  salaries.  The  premiums  are  from  five  cents 
to  seventy  cents  a  week.  The  system  provides  for  family 
insurance  on  a  comprehensive  plan,  and  every  member 
of  the  family  at  ages  one  to  seventy,  if  in  good  health,  is 
insurable.  The  weekly  premiums  for  a  family  of  five 
average  about  thirty-five  or  forty  cents,  being  respectively 

1  By  John  F.  Dry  den.  Reprinted  from  pages  184-199  of  the  "Tale 
Insurance  Lectures,  Life/'  1904. 
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ten  cents  each  for  the  father  and  mother  and  five  cents 
each  for  the  children.  The  amounts  of  insurance  vary  with 
age,  but  average  about  one  hundred  and  fifteen  dollars. 
For  children  under  ten  the  average  is  thirty  dollars, 
and  for  persons  over  age  ten  one  hundred  and  fifty 
dollars.  The  system  is  sufficiently  elastic  to  meet  the 
needs  of  the  most  humble  laborer,  even  though  advanced 
in  years,  as  well  as  the  requirements  of  the  more  prosperous 
mechanic  or  skilled  workman,  able  to  pay  premiums  for 
enough  insurance  to  provide  for  more  than  the  immediate 
needs  of  his  family  after  his  death.  The  premiums  are 
collected  weekly  from  the  houses  of  the  insured  by  author* 
ized  agents,  who  also  solicit  for  new  insurance.  While 
the  collection  of  weekly  premiums  necessarily  increases  the 
cost  of  insurance,  the  difference  is  relatively  small  when 
the  convenience  of  this  method  is  taken  into  account. 
Attempts,  especially  by  the  British  government,  to  trans- 
act a  weekly  payment  system  of  life  insurance  without 
collectors  have  failed.  Attempts  to  transact  a  life  insur- 
ance business  on  the  monthly  payment  plan  have  not  been 
successful  on  any  considerable  scale.  These  are  the 
simple  elements  of  a  business  which  has  grown  to  immense 
proportions  during  the  thirty-four  years  since  The  Pru- 
dential Insurance  Company  of  America  was  organized,  in 
1875,  as  the  first  American  company  to  transact  this  form 
of  life  insurance  in  this  country. 

Industrial  insurance  had  its  origin  in  England,  and  the 
evolution  of  the  business  can  be  traced  backwards  by  an 
unbroken  record  through  friendly  societies  and  burial 
clubs  to  the  trade  and  craft  guilds  of  the  fifteenth  cen- 
tury. The  development  was  the  inevitable  result  of 
economic  laws  making  for  a  higher  degree  of  efficiency  and 
security  in  social  institutions.  This  is  not  the  place,  how- 
ever, to  go  into  the  history  of  these  interesting  associations 
for  social  betterment  under  different  conditions  of  life. 
They  served  their  purpose  at  the  time,  but  they  would  ill 
meet  the  conditions  of  the  present. 
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In  1853  a  oomprehenave  investigation  was  made  by  a 
parliamentary  committee  into  the  practice 
companies  in  F^glanri,  *«H  iwig  other 
committee  advanced  the  view  that  "the  ground 
occupied  by  these  useful  institutions  (fife 
dations)  has  been  comparatively  limited, 
application  is  fftpfl?lp  of  a  great  extension 
higher  and  middle  classes  of  society,  but  : 
humbler  classes,  to  whom  it  has  recently 
admbly  applied/' 

Acting  on  this  suggestion,  The  Prudential  of  London, 
organized  as  an  ordinary  life  insurance  company  in  1848. 
made  inquiries  and  ascertained  that  almost  without 
exception  the  then  existing  so-called  friendly  societies 
and  burial  clubs  were  in  an  unsound  fiw— wimi  condition, 
while  many  indeed  had  failed  with  disastrous  results  to  the 
people  they  were  supposed  to  benefit.  A  modest  attempt 
had  been  made  to  transact  the  business  of  fife  insurance 
for  wage-earners  on  a  commercial  baas,  but  the  results 
had  not  been  very  encouraging.  The  Prudential  however, 
realised  the  immense  opportunity  to  extend  the  principles 
of  life  insurance  to  the  broad  field  of  workingmafs  insur- 
ance in  general.  On  the  recommendation  of  the 
available  actuarial  talent,  required  for  the  construct! 
tables  and  plans,  and  after  purchasing  the  i 
of  a  few  small  companies,  The  Prudential,  in  1851, 
menced  the  business  of  industrial  insurance,  A**m—l  to 
make  it  the  foremost  life  insurance  company  in  the  workL 

During  the  fifty  years  which  have  passed  since  the  intro- 
duction of  industrial  insurance  the  business  has  been  ex- 
tended to  almost  all  civilired  countries  with  more  or  leas 
success,  but  the  development  has  been  the  greatest  in 
English-speaking  countries,  and  there  are  now  more  than 
forty  millions  of  industrial  policies  in  force  in  the  wurkL 
Of  this  number  over  one-half  are  in  force  in  the  United 
Kingdom,  about  four  millions  in  Germany,  and  not  far 
from  one-half  a  million  in  Australia. 
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There  are  now  in  force  in  this  country  almost  fifteen 
million  industrial  policies,  or,  with  five  persons  to  a  family, 
it  would  appear  that  about  three  million  families  in  the 
United  States  are  insured  with  industrial  companies  for 
sums  which  range  from  $15  to  $1000.  When  we  take 
into  consideration  the  fact  that  there  are  about  fifteen 
million  families,  we  have  it  that  at  present  about  one 
family  out  of  every  five  is  financially  interested  in  the  suc- 
cess and  future  of  this  form  of  life  insurance  in  the  United 
States.  When  we  further  consider  the  fact  that  the  total 
number  of  savings  banks  depositors  is  only  about  seven 
millions,  although  we  have  had  savings  banks  since  the 
beginning  of  the  nineteenth  century,  and  industrial  insur- 
ance for  only  a  little  more  than  one-fourth  of  that  period, 
you  will  agree  that  industrial  insurance  is  a  social  institu- 
tion of  great  magnitude. 

The  office  practice  of  industrial  insurance  is  in  a  general 
way  almost  identical  with  the  practice  of  an  ordinary 
company,  using  that  term  in  a  technical  way,  and  nearly 
all  of  the  industrial  companies  transact,  in  fact,  an  or- 
dinary business  as  a  complement  to  their  particular  system 
of  family  insurance  on  the  weekly  premium  payment  plan. 
The  essential  points  of  difference  arise  out  of  the  vast 
number  of  necessary  office  transactions  resulting  from  the 
weekly  collection  of  premiums  from  the  houses  of  the 
insured  and  the  character  of  the  class  of  risks  assumed 
under  industrial  policies.  It  would  carry  us  too  far  to 
discuss,  even  in  a  general  way,  the  office  and  field  admin- 
istration of  an  industrial  company,  and  my  remarks  are 
limited  to  essential  points. 

First,  The  calculation  of  premium  charges  for  both 
infantile  and  adult  risks  is  upon  an  actuarial  basis  derived 
from  trustworthy  mortality  tables.  The  premiums  vary 
with  age,  but  there  are  practically  no  restrictions  as  to 
occupations  or  residence,  Careful  inquiry  is  made  as  to 
the  moral  character  of  the  risks  assumed. 

Second.    The  collection  of  premiums  from  the  houses 
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of  the  insured  is  made  by  authorized  collectors,  or  agents, 
who  are  under  a  most  effective  system  of  supervision,  sup- 
plemented by  an  audit  system  of  weekly  accounts  and 
debits  and  credits,  by  which  defalcation,  fraud,  and  in- 
tentional errors  are  made  difficult  and,  generally  speaking, 
impossible.  Every  policy-holder  has  a  premium  receipt 
book  in  which  the  weekly  payments  must  be  entered  by 
the  agent,  while  at  the  same  time  a  corresponding  entry 
is  required  to  be  made  in  the  agent's  collection  book. 
The  system  has  worked  so  well  that  during  the  half-century 
since  industrial  insurance  has  been  in  operation  no  im- 
portant alterations  have  been  made  in  this  branch  of  office 
practice. 

Third.  To  every  person  insured  a  policy  is  issued  which 
in  all  essentials  conforms  to  the  contract  issued  to  ordinary 
policy-holders.  The  language  used  is  so  plain  and  free 
from  confusing  technicalities  that  it  is  seldom  indeed  that 
there  are  controversies  or  misunderstandings  between  the 
company  and  the  insured.  The  contract  provides  for  a 
definite  sum  payable  in  the  event  of  death  in  return  for  a 
definite  weekly  premium,  but  in  addition  certain  privi- 
leges and  options  are  granted  to  the  insured,  which  provide 
for  a  paid-up  policy  after  three  years,  for  additional  bene- 
fits after  five  years,  for  cash  dividends  after  fifteen  years, 
and  for  cash  surrender  value  after  twenty  years. 

Fovrth.  Every  policy  contains  a  provision  that  all 
premiums  must  be  paid  in  advance  on  the  Monday  of  the 
week  for  which  they  are  due.  In  the  event  of  a  policy 
being  more  than  four  weeks  in  arrears  for  non-payment 
of  premiums,  the  agent  is  required  to  report  the  policy 
for  lapse.  Most  of  the  lapses  of  industrial  policies  occur 
during  the  early  weeks  of  policy  duration,  when  only  a  few 
premiums  have  been  paid.  Policies  can  be  revived  with- 
out difficulty  provided  the  arrears  do  not  exceed  one  year, 
but  it  is  required  that  the  applicant  for  revival  pass  a 
medical  examination,  or  furnish  other  evidence  of  being 
in  good  health.    There  are  no  fines  and  every  facility  is 
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granted  to  keep  the  policy  in  force.  If  the  arrears  exceed 
thirteen  weeks  the  policy  may  be  revived  without  the 
payment  of  arrears,  but  in  place  thereof  a  non-interest- 
bearing  lien  will  be  issued,  the  amount  of  which  is  deducted, 
in  the  event  of  death,  from  the  face  value  of  the  policy. 

Fifth.  In  the  event  of  death  every  effort  is  made  to 
pay  the  claim  as  soon  as  possible  to  carry  into  effect  the 
general  intent  of  industrial  insurance,  to  provide  for 
the  burial  expenses  of  the  insured.  The  proof  of  death, 
however,  requires  to  be  supplemented  by  documentary  evi- 
dence —  (a)  claimant's  certificate;  (6)  certificate  of  iden- 
tity; (c)  certificate  of  the  superintendent  or  assistant 
superintendent;  (d)  certificate  of  the  undertaker;  (e)  cer- 
tificate of  the  attending  physician. 

Sixth.  The  agency  system  of  industrial  companies  is  in 
a  measure  unique  and  deserving  of  special  mention.  A 
large  number  of  agents  are  necessarily  required  to  conduct 
the  office  and  field  operations  of  a  company  insuring 
millions  of  risks,  for  I  may  say  in  passing  that  95  per  cent, 
of  the  entire  industrial  business  is  carried  on  by  three 
companies.  The  office  organization  consists  of  a  large 
number  of  departments,  which  cannot  very  well  be  dealt 
with  on  this  occasion.  The  field  operations  require  a  super- 
intendent in  charge  of  a  district,  who  has  the  assistance  of  a 
number  of  assistant  superintendents,  under  whom  is  an 
agency  force  that  varies  in  number  according  to  the  size 
of  the  territory.  On  an  average  an  agent  collects  from 
about  five  hundred  to  six  hundred  policy-holders,  but  his 
compensation  is  so  adjusted  that  it  is  necessary  for  him 
in  addition  to  solicit  for  new  business.  By  this  means  it 
is  to  his  pecuniary  interest  to  prevent  the  lapsing  of 
policies  and  to  increase  as  far  as  possible  the  number  of 
policies  in  force.  The  amount  of  collectible  premiums  is 
called  the  "debit,"  and  the  agent  is  held  responsible  for 
the  condition  of  his  accounts.  His  books  and  papers  are 
periodically  inspected  by  assistant  superintendents,  who 
have  a  thorough  knowledge  of  the  business  and  are  per- 
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sonally  familiar  with  all  the  insured,  so  that  in  the  event 
of  the  resignation  or  death  of  the  agent  there  is  no  inter- 
ruption or  intermission  in  the  collection  of  the  weekly 
premiums. 

We  may  now  consider  the  place  of  industrial  insurance 
in  practical  economics.  President  Hadley  very  properly 
draws  a  distinction  between  public  and  private  wealth, 
and  points  out  that  "the  growth  of  material  wealth  de- 
pends upon  causes  far  deeper  and  more  profound  than  those 
that  the  statesman  can  control."  In  life  insurance  we  have 
a  species  of  material  wealth  representing  more  than  two- 
and-a-quarter  billions  of  accumulated  funds  as  security 
for  the  faithful  discharge  of  promises  made  and  obliga- 
tions incurred,  and  in  addition  a  vast  amount  of  economic 
security  resulting  from  the  successful  elimination  of  a 
risk  inherent  in  the  uncertainty  of  life.  May  we  not 
properly  speak  of  life  insurance,  and  in  particular  of 
industrial  insurance,  as  " public  wealth"  in  the  true  and 
complete  sense  of  President  Hadley's  definition?  He 
insists  upon  the  supreme  importance  of  security  and  the 
institution  of  property,  to  render  possible  the  progress, 
social,  moral/  and  ecomonic,  of  the  race,  for  it  is  only  by 
accumulate^  wealth  that  men  are  more  or  less  removed 
from  the  immediate  and  destructive  pressure  of  poverty. 
While,  no  doubt,  much  of  human  poverty  is  unavoidable 
and  inherent  in  the  very  constitution  of  society,  a  vast 
amount  of  existing  misery  is  preventable  by  the  develop- 
ment of  right  habits  of  saving  and  insurance  —  by  frugality 
and  intelligent  industry.  Abstinence  from  the  immediate 
use  of  money  as  soon  as  earned  is  of  the  utmost  importance 
in  the  economic  development  of  the  people.  No  other 
means  have  yet  been  discovered  to  insure  the  economic 
security  of  the  masses  as  effectually  as  by  insurance. 
Hadley  well  says  that  "Great  evils  arise  from  trusting  too 
much  to  Providence  and  not  making  a  distinct  personal 
effort  to  meet  the  contingencies  of  life,"  and  no  method 
has  yet  been  devised  by  which  the  contingency  of  death, 
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especially  of  premature  death,  can  be  better  provided  for 
than  by  life  insurance.  While  the  sphere  of  industrial 
insurance  is  limited  to  security  against  relatively  small 
losses,  they  are  large  indeed  when  considered  from  the 
viewpoint  of  the  masses  who  consume  their  weekly  wages 
almost  as  soon  as  earned. 

The  place  of  life  insurance  in  social  economics  is  most 
important.  The  accumulation  of  capital,  the  struggle 
of  the  masses  for  property  and  economic  independence, 
the  possibility  of  a  more  equitable  and  general  distribution 
of  wealth,  are  all  problems  which  rest  fundamentally  upon 
the  power  and  habits  of  the  people  to  save.  But  saving 
habits  are  acquired  only  with  great  difficulty  and  the 
ordinary  savings  bank  is  far  from  being  the  evidence  of 
workingman's  thrift  which  it  is  often  assumed  to  be.  Mr. 
Carroll  D.  Wright  estimates  that  not  more  than  one-half 
of  the  sum  on  deposit  with  savings  institutions  represents 
accumulations  of  wage-earners,  the  remainder  being  the 
investments  of  the  relatively  well-to-do.  Industrial  in- 
surance serves  both  an  economic  and  a  social  purpose.  It 
is  the  most  effective,  even  though  perhaps  the  most  ele- 
mentary, education  in  thrift  which  has  yet  been  developed. 
The  weekly  premium  payments  develop  systematic  habits 
of  saving  and  lead  to  the  accumulation  of  millions  which, 
but  for  this  method  of  insurance,  would  be  expended  largely 
for  needless  and  often  for  vicious  purposes.  The  usual 
method  of  accumulating  savings  banks  deposits  is  in 
marked  contrast  to  industrial  insurance  premium  pay- 
ments, in  that  as  a  rule  deposits  are  made  at  irregular 
intervals  and  not  in  the  small  sums  which  represent  true 
foresight,  frugality,  and  abstinence  from  needless  expendi- 
tures. 

The  weekly  premium  payments  soon  become  a  habit 
of  life,  even  with  the  young,  who  in  time  learn  to  pay  for 
their  own  insurance  the  five  or  ten  cents  a  week  necessary 
to  meet  the  expense.  The  education  in  thrift,  however, 
does  not  end  here.    Systematic  habits  of  saving  are  de- 
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veloped  which  have  their  effect  in  other  directions,  and 
the  conclusion  is  quite  in  accordance  with  our  experience 
that  general  saving  habits,  accumulations  in  savings 
banks,  or  payments  for  building  loans,  follow  industrial 
insurance  rather  than  precede  it,  and  are  most  widely 
diffused  among  the  people  where  industrial  insurance  is 
most  general  as  a  mode  or  method  of  family  protection. 
For  illustration,  in  this  country,  Philadelphia,  and  Dayton, 
Ohio,  are  often  referred  to  as  cities  in  which  building  and 
loan  associations  have  made  most  progress,  but  they  are 
also  cities  in  which  industrial  insurance  is  most  general 
as  a  method  of  family  insurance.  In  England,  it  is  claimed 
on  good  authority  that  school  savings  banks  and  penny 
provident  funds  have  been  most  successful  in  Manchester, 
Liverpool,  and  Birmingham,  but  these  are  also  the  cities 
in  which  industrial  insurance  is  almost  universal,  so  much 
so  that  at  least  four-fifths  of  the  entire  population  hold 
industrial  policies. 

Industrial  insurance  is  not  only  of  great  value  as  an  aid 
to  the  development  of  general  saving  habits  and  the 
accumulation  of  property,  but  it  is  a  contributory  agent 
of  great  importance  in  the  progress  and  public  apprecia- 
tion of  other  forms  of  insurance  —  ordinary  life,  fraternal, 
accident,  fire,  etc.  Industrial  insurance  has  enormously 
extended  the  field  of  other  forms  of  insurance  by  familiar- 
izing the  mass  of  the  population  with  the  elementary  prin- 
ciples and  beneficial  results  of  a  method  of  life  insurance 
especially  adapted  to  special  needs.  It  came  into  existence 
in  the  United  States  at  a  time  when  public  faith  in  finan- 
cial institutions,  savings  banks,  ordinary  life  insurance 
companies,  and  especially  so-called  workingmen's  insur- 
ance on  the  cooperative  plan,  was  profoundly  shaken  by 
panics  and  financial  depressions  and  evidences  of  mis- 
management and  fraud.  It  has  kept  faith  with  the  people 
and  every  promise  made  has  been  faithfully  performed. 
Security,  stability,  permanency  has  been  the  watchword, 
and  no  social  institution  of  to-day  is  established  on  a  more 
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scientific  and  trustworthy  theory  of  mortality  and  finance 
than  the  vast  structure  of  industrial  insurance  with  its 
forty  millions  of  policy-holders  in  different  parts  of  the 
world.  It  is  not  going  too  far  to  say  that  this  method 
of  life  insurance  protection  forms  to-day  one  of  the  most 
effective  measures  making  directly  or  indirectly  for  accu- 
mulation of  property.  However  small  the  premium  pay- 
ments and  however  small  in  many  cases  the  individual 
returns,  the  fact  remains  that  fifty-two  times  a  year  pay- 
ments are  made,  and  these  lessons  in  thrift  and  accumula- 
tion are  taught  and  brought  home  to  an  element  of  the 
population  which  is  most  in  need  thereof. 

We  often  hear  the  old  complaint  that  there  is  no  real 
progress,  but  only  a  shifting  of  wealth,  by  which  the  poor 
are  made  poorer  and  the  rich  grow  richer.  Relatively  this 
is  true,  for,  by  contrasts,  in  a  more  advanced  society  the 
condition  of  the  very  poor  becomes  more  striking  and 
apparently  less  necessary.  Actually,  however,  our  progress 
during  the  past  half-century  has  been  real  and  of  vast 
benefit  to  the  mass  of  our  population,  who  in  an  ever- 
increasing  proportion  are  attaining  a  relatively  high  degree 
of  economic  security  and  social  well-being.  The  object  of 
all  thrift  agencies  is  to  aid  persons  to  become  savers  in  the 
first  instance  and  to  accumulate  a  fund  for  future  contin- 
gencies, but,  second,  "that  they  may  have  the  conscious- 
ness of  being  removed  (by  their  own  efforts)  from  the 
burden  of  relief  receiving." 

Industrial  insurance  provides  a  sum  certain,  from  $15  to 
$1000,  at  a  time  when  in  many  households  no  ready  money 
is  otherwise  available  for  the  expenses  incident  to  death 
and  the  last  illness.  The  problem  reduces  itself  to  the 
necessity  that  the  burial  of  the  father  or  the  child  must  be 
paid  for,  that  it  will  cost  at  least  from  $15  to  $100,  and 
that  this  sum  must  be  provided  for  either  by  the  convenient 
method  of  industrial  insurance  or  by  a  draft  upon  a  pos- 
sible sum  accumulated  during  years  of  careful  husbandry 
of  slender  resources  or  by  incurring  a  non-productive  debt 
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with  the  undertaker  and  the  doctor.    With  the  last 
the  alternative,  it  is  an  open  question  whether  an  under- 
taker can  be  found  who  will  take  the  risk,  and  there  will 
often  be  no  escape  from  the  necessity  of  an  appeal  to  the 
public  poor  fund,  or  private  charitable  relief.    The  poor 
have  their  standard  of  life  and  customs  as  thoroughly 
established  as  the  well-to-do  or  the  rich,  and,  however 
humble  their  station,  they  prefer  the  burial  of  their  dead 
at  their  own  expense  in  a  manner  which  to  them  represents 
the  common  decencies  of  life.    Deep  at  the  root  of  the 
problem  of  life  insurance  for  the  poor  lies  their  abhorrence 
of  a  pauper  burial  and  their  willingness  to  provide  out  of 
present  savings  for  a  future  contingency,  and  the  ever 
present  possibility  of  premature  or  unexpected  death. 
As  the  result  of  the  introduction  of  industrial  insurance 
into  the  United  States,  which  now  returns  to  policy-holders 
about  $25,000,000  per  annum  in  the  payment  of  claims 
alone,  the  relative  number  of  pauper  burials  has  been 
materially  reduced  during  the  past  twenty  years.    On  the 
basis  of  a  conservative  estimate  there  would  be  25,000 
more  pauper  burials  per  annum  in  American  cities  if  this 
system  were  not  in  almost  universal  operation.    From  a 
moral  and  sentimental  point  of  view,  therefore,  the  value 
of  industrial  insurance  as  making  for  a  higher  standard 
of   family   life   cannot  be  overestimated.     It  certainly 
is  a  matter  of  considerable  importance  in  the  life  and 
struggle  of  many  who   are  on   the  very  verge  of  pau- 
perism and  dependency  to  know  that,  at  the  end  of  their 
earthly  difficulties,  they  will  not  be  cast  away  in  a  potter's 
field. 

But  the  good  effect  of  industrial  insurance  as  a  direct 
means  of  reducing  pauperism  does  not  end  here.  In  many 
instances  a  sufficient  sum  remains,  after  the  payment  of 
funeral  and  doctor's  bills,  to  establish  the  widow  in  some 
kind  of  business,  on  a  small  scale,  but  sufficient  to  provide 
the  necessary  means  for  herself  and  children.  As  a  rule 
there  will  be  other  savings  available,  for,  as  I  have  already 
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said,  industrial  insurance  suggests  the  advantage  and 
importance  of  other  forms  of  investment  and  encourages 
economy  in  family  expenditures.  How  far  the  burden  of 
poor  relief,  indoor  and  out,  is  diminished  cannot  be  stated 
with  even  approximate  accuracy,  but  we  have  some  very 
significant  data  for  certain  states  and  cities  which  indicate 
that,  regardless  of  a  large  immigration,  there  has,  during 
recent  years,  been  a  relative  and  substantial  decrease  in 
the  number  of  paupers  and  the  amount  paid  for  poor 
relief. 

The  indirect  results  of  industrial  insurance  are,  therefore, 
of  very  considerable  importance.  Just  as  the  vast  accu- 
mulations in  savings  banks  are  to  a  considerable  extent 
the  aggregate  of  a  large  number  of  small  deposits,  so  in 
industrial  insurance  the  assets  of  about  one  hundred  and 
fifty  million  dollars  held  as  reserve  and  surplus  represent 
a  vast  amount  of  capital  as  the  result  of  small  weekly 
payments  which  average  about  ten  cents.  These  accu- 
mulations do  not  stand  for  idle  capital  but  for  public 
wealth  in  the  complete  sense  of  the  term.  It  is  wealth 
made  available  for  the  conduct  of  general  business,  of 
active  enterprise,  and  other  social  and  economic  ends. 
Of  the  three  billions  of  assets  held  by  American  life  insur- 
ance companies,  75  per  cent,  are  invested  in  stocks,  bonds, 
and  mortgages,  8  per  cent,  in  real  estate,  6  per  cent,  in  loans 
on  policies,  and  the  remainder  in  other  forms  of  invest- 
ment and  as  cash  in  bank.  The  absolute  necessity  for 
life  insurance  companies  to  earn  a  certain  rate  of  interest 
on  their  investments  makes  it  of  the  highest  importance 
that  the  assets  should  be  constantly  employed  in  profitable 
enterprises,  thus  increasing  materially  the  national  pros- 
perity and  social  security  of  the  people. 

I  do  not  go  too  far,  then,  when  I  hold  that  the  indirect 
results  of  this  form  of  insurance  with  its  habits  of  sys- 
tematic savings  are  at  least  equally  as  important  as  the 
direct  results  represented  by  the  annual  payment  of  over 
$25,000,000  in  claims,  etc.,  to  industrial   beneficiaries. 
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The  creation  of  capital  by  this  method  of  insurance  is 
indeed  of  far-reaching  importance,  even  to  the  laborer  or 
wage-earner  whose  economic  security  and  opportunity 
for  employment  is  enhanced  by  the  real  amount  of  capital 
thus  made  available  for  increased  production.  There  is 
no  more  generally  accepted  postulate  in  economics  than 
that  "in  proportion  to  the  increase  in  capital  the  share 
of  the  annual  product  falling  to  capital  is  augmented 
absolutely  but  diminished  relatively,  while  the  share 
falling  to  labor  is  increased  both  absolutely  and  rela- 
tively." Considered  from  this  point  of  view  alone,  indus- 
trial insurance  makes  for  a  more  general  and  equitable 
distribution  of  wealth. 

The  success  of  industrial  insurance  may  be  summed  up 
in  a  remark  made  by  Abraham  Lincoln  that  "with  public 
sentiment  on  its  side  everything  succeeds  —  with  public 
sentiment  against  it  nothing  succeeds/7  This  system  of 
family  insurance  forms  an  integral  part  of  the  domestic 
economy  of  the  American  people.  Organized  in  the  State 
of  New  Jersey,  the  progress  in  local  development  has  been 
most  complete  in  that  State  and  in  the  adjoining  states 
of  New  York  and  Pennsylvania.  In  New  Jersey  there  are 
now  about  1,500,000  industrial  policies  in  force,  repre- 
senting about  65  per  cent,  insured  population.  In  certain 
sections  of  Newark,  of  New  York  City,  of  Philadelphia, 
and  other  large  cities,  the  system  is  so  general  that  from 
75  per  cent,  to  95  per  cent,  of  all  insurable  persons  hold 
industrial  policies. 

We  have  made  a  number  of  investigations  to  ascertain 
the  actual  extent  of  industrial  insurance  in  various  cities 
and  there  is  t)ne  significant  fact  which  we  have  learned, 
especially  in  and  around  Newark,  that  the  proportion 
of  population  insured  on  the  industrial  plan  is  somewhat 
higher  among  those  who  own  their  own  homes  than  among 
those  who  do  not.  Whether  as  cause  or  effect,  the  fact 
remains  that  the  progress  and  development  of  the  business 
has  been  most  satisfactory  among  the  thrifty  and  stable 
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element  of  our  industrial  population.  We  can  go  further 
and  say  that  policy-holders  are  in  other  respects  a  superior 
class.  For  illustration,  we  find  by  our  mortality  statistics 
that  the  death  rate  of  insured  children  is  less  than  the 
normal  mortality  in  the  general  population  as  determined 
by  the  census.  Our  percentage  of  deaths  from  intem- 
perance and  alcoholism  is  less  than  the  expected  by  the 
general  standard  of  mortality,  and  finally,  we  find  that 
our  ratio  of  deaths  from  homicide  and  suicide  is  below 
the  average  for  the  country  at  large.  I  mention  these  facts, 
which  are  supported  by  irrefutable  evidence,  to  show  that 
there  is  a  close  relation  between  industrial  insurance  and 
the  progress  and  well-being  of  the  industrial  population, 
and  that  the  policy-holders  represent  a  more  thrifty,  more 
temperate,  and  more  law-abiding  element  than  the  un- 
insured. 

It  remains  for  me  to  speak  of  the  evolution  of  industrial 
insurance  and  the  adaptation  of  the  business  to  new 
conditions.  When  established  in  1875,  the  financial  and 
industrial  conditions  were  such  as  to  call  for  an  elementary 
form  of  life  insurance  with  absolute  security  as  the  first 
consideration.  By  slow  degrees  public  confidence  in 
insurance  and  financial  institutions  was  restored,  and  as 
early  as  1881  it  become  necessary  to  issue  a  special  policy 
for  the  round  sum  of  $500  to  meet  a  distinct  and  increas- 
ing demand  from  the  superior  element  of  our  industrial 
population.  By  1886  the  insurance  education  of  the 
masses  had  gone  far  enough  to  make  it  seem  advisable, 
and  in  fact  necessary,  to  establish  an  ordinary  depart- 
ment. That  was  less  than  twenty  years  ago,  but  during 
the  intervening  period  the  three  industrial  companies 
which  transact  95  per  cent,  of  the  business  in  this  country 
have  built  up  a  vast  ordinary  business,  with  about  720,000 
policies  and  $800,000,000  of  insurance  in  force.  At  least 
one-half  of  this  sum,  and  perhaps  three-fifths,  represents 
ordinary  insurance  on  the  lives  of  wage-earners,  or  persons 
in  positions  or  situations  practically  outside  of  the  field 
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of  the  solicitor  for  exclusively  ordinary  companies.    The 
number  of  persons  insured  with  industrial  companies  for 
both  industrial  and  ordinary  is  indeed  quite  large  and 
constantly  increasing.    The  industrial  policies  are  held 
for  the  payment  of  expenses  incident  to  death,  the  ordinary 
for  family  protection,  child  education,  and  other  purposes 
of  social  and  economic  importance.    Coincident  with  the 
progress  and  evolution  of  industrial  insurance  there  has 
been  a  material  improvement  in  the  industrial  policy 
contract,  which  to-day  contains  all  the  essential  and 
important  provisions  and  privileges  of  the  regular  ordinary 
policy.    Thus  we  see  how  close  the  relation  is  between  the 
two  forms  of  insurance  and  how  important  industrial 
insurance  is  as  an  education  in  general  insurance  theory 
and  practice,  making  gradually  but  with  certainty  for 
the  social  and  economic  security  of  the  people. 

If  there  is  any  one  thing  that  "social  classes  owe  to  each 
other, "  it  is  that  all  shall  aim  and  work  to  diminish  the 
needless  suffering  and  unnecessary  burdens  of  those  for 
whose  well-being  and  future  protection  we  are  individually 
or  socially  responsible.  The  mass  of  our  population  is 
engaged  in  a  heroic  struggle  to  escape  from  poverty  to 
relative  economic  and  social  freedom,  and  whatever  con- 
tributes toward  this  much-to-be-desired  end  is  deserving 
of  sympathetic  consideration.  I  believe  that  in  industrial 
insurance  we  have  a  most  valuable  aid  in  this  determina- 
tion for  social  betterment  on  a  large  scale,  and  the  evidence 
is  conclusive  that  a  vast  amount  of  direct  and  indirect 
good  is  accomplished  by  this  elementary  but  effective 
form  of  thrift.  During  the  almost  thirty  years  since 
industrial  insurance  has  been  in  active  operation  in  this 
country,  gradual  but  constant  progress  has  been  made 
toward  a  higher  degree  of  social  efficiency,  so  that  we  may 
hopefully  look  forward  and  anticipate  a  time  when  this 
form  of  insurance  will  be  indeed  a  social  institution  of 
universal  utility,  in  every  respect  a  far-reaching  power  for 
good,  directly  to  the  people  and  indirectly  to  the  nation. 
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I  believe  that  the  evidence  warrants  the  conclusion  that 
industrial  insurance  makes  first  for  private  wealth  and 
second  for  public  wealth,  as  well  as  directly  and  indirectly 
for  the  all-important  aim  and  end  of  a  higher  degree  of 
security  for  the  industrial  population  of  this  land.1 

1With  three  very  large  "industrial"  insurance  companies  and  many 
small  ones  in  this  country,  it  is  clear  that  this  class  of  business  will 
continue  to  flourish,  notwithstanding  the  faint  praise  wlpch  it  receives 
from  social  workers.  The  attitude  of  the  latter  is  set  forth  by  Professor 
Henderson,  (pp.  149-174  of  "  Industrial  Insurance  in  the  United  States," 
2d  ed.  1911),  his  conclusions  being  that  "these  companies  are  restricted 
to  a  very  limited  field  of  industrial  insurance,  that  they  render  a  necessary 
service  at  enormous  and  burdensome  cost,  and  that  this  cost  is  so  heavy 
as  to  hinder  both  savings  and  insurance  of  a  desirable  kind."  (p.  162.) 
The  excessive  cost  is  due  (1)  to  high  mortality,  which  seems  to  be  in- 
evitable in  this  class  of  business,  but  which  some  companies  are  working 
hard  to  alleviate  (see  Chapter  II,  above) ;  (2)  to  extraordinary  salaries 
and  stockholders'  profits,  which,  however,  are  not  necessarily  permanent 
characteristics  of  the  business;  and  especially  (3)  to  high  cost  of  premium 
collections.  Cost  of  collection  must  continue  to  be  high  as  long  as 
weekly  visits  at  the  homes  of  the  insured  remain  the  rule. 

With  the  aim  of  furnishing  insurance  to  wage-earners  at  low  cost  of 
administration,  three  savings  banks  in  Massachusetts  have  made  arrange- 
ments with  certain  employers  for  the  collection  of  premiums  by  deduc- 
tion from  wages  (at  the  request  of  the  employees)  thereby  materially 
reducing  the  expense  of  collection.  To  match  this  plan,  the  regular 
"industrial"  companies  have  been  endeavoring  to  secure  such  modifica- 
tion of  anti-discrimination  laws  as  will  permit  them  to  write  insurance 
at  "group-rates"  considerably  lower  than  the  rates  otherwise  charged. 

No  systematic  attempt  has  ever  been  made  to  write  paid-up  insurance 
for  small  amounts  in  exchange  for  single  premiums.  This  plan  would 
not  displace  the  weekly  premium  business,  but  the  insurance  companies 
could  handle  single  premium  insurance  very  economically  in  connection 
with  their  other  business.  Wage-earners  could  thus  from' time  to  time, 
at  intervals  however  irregular,  devote  small  savings  to  the  purchase  of 
full-paid  insurance  for  modest  amounts,  involving  a  minimum  of  ad- 
ministrative expense  and  no  possibility  of  lapsing,  —  and  lapsing  con- 
stitutes, next  to  the  high  cost  of  collection,  the  most  serious  problem  of 
regular  "industrial"  insurance.  It  could  not  be  expected  that  wage- 
earners  would  provide  a  large  aggregate  of  insurance  by  means  of  a 
succession  of  paid-up  policies,  but  it  is  to  be  remembered  that  under  the 
weekly  premium  plan  the  benefits  rarely  exceed  the  expenses  of  last 
illness  and  burial.  W.  H.  P. 


(jft^X  •        CHAPTER  XXVH 

EMPLOYERS*   LIABILITY  INSURANCE1 

It  is  perhaps  pertinent  to  a  discussion  of  this  subject  to 
trace  the  cause  for  the  establishment  of  this  form  of  insur- 
ance. The  necessity  for  such  insurance  has  for  its  founda- 
tion the  burdens  imposed  upon  employers  by  the  workings 
of  that  branch  of  the  law  relating  to  negligence,  so-called. 
Negligence  law,  however,  existed  in  some  form  as  far 
back  as  there  is  any  definite  record,  no  one  having  yet  been 
able  to  determine  clearly  just  when  and  where  it  com- 
menced. Employers'  liability  insurance,  on  the  other 
hand,  is  a  comparatively  new  institution,  its  introduction 
in  the  United  States  dating  back  to  less  than  twelve  years 
ago,  although  it  had  been  in  operation  in  Europe  for  a 
short  period  prior  to  that  time. 

It  may  be  well,  therefore,  to  trace  in  outline  what  is 
very  aptly  termed  the  "evolution  of  negligence  law"  down 
to  the  time  when  the  employers'  liability  insurance  was 
adopted  as  a  means  of  protection  against  its  application. 

In  early  times  there  were  no  such  fine  distinctions  as 
respects  negligence  as  exist  to-day.  Suits  for  damages 
were  rare  and  the  plaintiff  was  usually  obliged  to  prove 
the  damage  to  have  been  the  result  of  wilful  act. 

But  while  employers'  liability  insurance  is  distinctly 
a  modern  need,  due  to  the  great  growth  of  negligence 
actions  in  the  past  twenty  years,  the  law  of  negligence 
has  been  at  least  three  centuries  in  building.    Its  begin- 

1  By  W.  F.  Moore.  Reprinted  from  pages  929-971  of  "Insurance, 
a  Text-Book,"  1898. 
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ning  is  lost  in  the  obscurity  of  feudalism,  in  which  the 
master,  as  the  owner,  virtually,  of  the  body  of  his  servant, 
answered  upon  the  field  of  arms  to  those  outside  his  house- 
hold who  were  injured  by  the  wrong  of  his  servants  or 
henchmen.  Under  the  feudal  r£gim6  there  was,  of  course, 
no  recognition  of  any  right  of  the  servant  against  the 
master  for  the  latter's  negligence.  A  feudal  master  in 
his  own  household,  like  a  king,  could  do  no  wrong. 

The  statute  of  Westminster  II  (1295  a.d.),  allowing 
the  chancellor  to  grant  a  new  form  of  action  for  injury  to 
person  or  property,  marks  perhaps  the  first  recorded 
recognition  of  a  legal  remedy  for  negligence.  In  the 
reign  of  the  Plantagenet  kings  the  year-books  record  no 
cases  of  this  character.  In  Comyn's  Report  (1695-1740) 
is  found  the  first  collection  of  negligence  cases. 

Blackstone,  whose  now  classic  "Commentaries"  afford 
us  the  earliest  authoritative  exposition  of  English  law  in 
its  formative  stages,  refers  only  briefly  to  the  master's 
liability  to  third  persons  for  his  servant's  negligence  and 
does  not  even  mention  the  idea  of  a  master  being  liable 
to  his  employee  for  his  own  negligence. 

Blackstone  says:  "If  a  servant  by  his  negligence  does 
any  damage  to  a  stranger,  the  master  shall  answer  for  his 
neglect;  if  a  smith's  servant  lames  a  horse  while  he  is 
shoeing  him,  an  action  lies  against  the  master  and  not 
against  the  servant,  but  in  these  cases  the  damage  must 
be  done  while  he  is  actually  employed  in  the  master's 
service,  otherwise  the  servant  shall  answer  for  his  own 
misbehavior.  Upon  this  principle,  by  the  common  law, 
if  a  servant  kept  his  master's  fire  negligently  so  that  his 
neighbor's  house  was  burned  down  thereby,  an  action 
lay  against  the  master." 

How  great  the  contrast  between  the  servant's  position 
in  that  day  and  in  this  is  emphasized  by  the  further  state- 
ment of  the  same  author,  that  if  a  fire  occurs  in  the  mas- 
ter's house  through  the  negligence  of  any  servant,  such 
servant  shall  forfeit  one  hundred  pounds  to  be  distributed 
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among  the  sufferers,  and  in  default  of  payment  shall  be 
committed  to  some  workhouse  and  kept  to  hard  labor  for 
eighteen  months. 

Somewhat  later  we  find  the  earliest  recorded  attempt 
by  an  English  judge  to  formulate  the  law  of  negligence. 
After  an  exhaustive  analysis  of  the  Roman  law,  Lord  Holt 
in  the  celebrated  case  of  Coggs  v.  Barnard  (2  Lord  Ray- 
mond, 909),  in  the  year  1704  defined  three  degrees  of 
negligence,  viz.,  gross,  ordinary,  and  slight,  varying  in 
proportion  to  the  degree  of  care  assumed  by  the  person 
with  negligence  in  the  act  or  occupation  involved. 

The  growth  of  that  spirit  of  individual  responsibility 
which  characterizes  and  animates  all  Anglo-Saxon  juris- 
prudence soon  led  the  English  judges  to  lay  down  one 
broad  rule  of  duty  which  has  since  been  the  basis  of  the 
law  of  negligence,  and  which,  after  many  modifications, 
is  crystallized  in  a  modern  definition  as  follows:  "Negli- 
gence, constituting  a  cause  of  civil  action,  is  such  an  omis- 
sion, by  a  responsible  person,  to  use  that  degree  of  care, 
diligence  and  skill  which  it  was  his  legal  duty  to  use  for 
the  protection  of  another  person  from  injury  as,  in  a  nat- 
ural and  continuous  sequence,  causes  unintended  damage 
to  the  latter." 

The  early  cases  recognized  the  liability  of  the  master 
only  to  the  public  or  to  third  persons.  The  great  mass  of 
law  from  which  has  been  evolved  the  employer's  liability 
to  his  own  servants  for  his  negligence  or  for  the  negligence 
of  one  representing  him  in  the  pursuance  of  the  employer's 
duty  is  the  product  of  the  present  century.  The  master's 
duty,  so  elaborately  presented  in  the  employers'  liability 
acts  of  four  of  our  states  and  in  many  state  constitutions, 
with  its  intricate  modifications,  is  the  product  of  the  pres- 
ent generation. 

It  is  a  striking  fact  that  more  suits  for  negligence  have 
been  tried  in  the  supreme  court  of  New  York  in  the  last 
ten  years  than  in  all  the  previous  experience  in  that  tri- 
bunal. 
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Following  Old  World  history,  therefore,  we  may  look 
upon  the  evolution  of  the  law  of  the  master's  or  employer's 
liability  as  an  ever-growing  tendency  of  the  times,  due, 
doubtless,  in  large  measure,  to  the  changes  in  the  social 
and  industrial  condition  of  the  working  classes  as  well  as 
their  greater  demands  and  their  increased  political  im- 
portance. 

The  changes  in  law  thus  far,  however,  have  been  grad- 
ual. New  rules  and  tests  have  been  from  time  to  time 
adopted  until  the  conditions  reached  a  point  where  the 
responsibilities  of  the  employer  became  so  burdensome 
that  he  was  obliged  to  look  about  him  for  some  means  of 
protection  in  addition  to  the  exercise  of  ordinary  care  and 
foresight  in  the  actual  conduct  of  his  work.  The  employer 
with  a  limited  amount  of  capital  was  in  constant  danger 
of  disaster  to  his  business  by  reason  of  exorbitant  verdicts 
obtained  because  of  some  technical  negligence  for  which 
he  might  not  be  actually  and  morally  responsible,  but  for 
which  the  law  might  construe  the  liability  against  him. 

This  contingency  seemed  to  be  a  proper  subject  for 
insurance,  and  without  going  into  the  details  of  the  specific 
Parliamentary  acts  which  finally  caused  the  organization 
of  companies  for  the  issuing  of  policies  of  insurance  pro- 
viding indemnity  for  loss  by  reason  of  the  legal  liability 
of  the  employer,  it  has  perhaps  been  pointed  out  with 
more  or  less  clearness  that,  while  there  was  no  recognized 
necessity  for  such  insurance  in  early  times,  the  evolution 
of  the  law  of  negligence  brought  about  a  demand  which 
was  finally  met  by  employers'  liability  insurance. 

But  let  us  not  lose  sight  of  the  fact  that  while  this 
demand  was  met  when  the  want  was  most  felt,  the  intro- 
duction of  insurance  as  a  protection  has  by  no  means 
stopped  the  march  of  progress  in  negligence  law. 

The  premium  rates  originally  charged  are  found  now  in 
many  cases  to  be  totally  inadequate,  not  in  every  case 
because  of  faulty  judgment  in  the  beginning,  but  because 
the  cost  to  the  insurance  company  has  been  vastly  increased 
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by  a  continued  disposition  on  the  part  of  courts  and  legis- 
latures to  draw  the  lines  closer  and  place  greater  burdens 
on  the  employer,  which  burdens,  by  reason  of  insurance, 
fall  upon  the  companies. 

As  an  indication  of  the  trend  of  public  opinion  in  the 
direction  of  "reform"  in  the  relationship  between  employer 
and  employed,  the  following  quotation  is  made  from  a 
volume  entitled  "Workingmen's  Insurance"  recently  pub- 
lished by  Mr.  William  Franklin  Willoughby,  of  the  United 
States  Department  of  Labor : 

"Step  by  step  we  have  seen  almost  all  of  the  European 
nations  abandon  the  position  that  employees  have  no  claim 
for  damages  except  when  they  can  prove  negligence  on 
the  part  of  their  employers,  in  favor  of  the  one  where 
their  compensation  by  the  employers  should  be  compul- 
sory in  all  cases  except  where  they  are  wilfully  and 
seriously  at  fault.  The  indemnification  of  injured  working- 
men  has  thus  been  made  one  of  the  normal  items  in  the 
cost  of  operation,  to  be  taken  account  of  as  any  other 
charge.  At  the  same  time,  the  efforts  to  enforce  this 
system  through  the  law  courts  has  been  abandoned,  and 
the  position  taken  that  adequate  and  prompt  compensa- 
tion can  only  be  secured  where  the  amount  of  the 
compensation  is  determined  in  advance  by  a  fixed  scale  of 
indemnities.  It  is  only  as  thus  organized,  moreover, 
that  employers  are  able  to  take  account  of  the  risks  that 
they  run  and  provide  against  them  by  means  of  insurance. 

"While  this  movement  has  been  going  on  in  Europe, 

the  United  States  has  stood  practically  still.    Scarcely  a 

beginning  has  been  made  toward  modifying  the  unjust 

>  provisions  of  the  old  common  law.1    It  is  quite  beyond 

our  field  to  attempt  any  description  of  the  state  of  the 
law  regarding  employers'  liability  in  the  United  States  at 
the  present  time.  The  subject  is  one  of  great  complex- 
ity, and  here  we  are  concerned  with  the  principle  rather 
than  the  details  of  legislation.  It  is  sufficient  to  say 
that  the  United  States  is  in  the  position  where  the  injus- 

1  For  steps  recently  taken,  see  note  at  end  of  next  chapter. 

W.  H.  P. 
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tice  of  the  common  law  in  this  respect  to  this  question  is 
more  or  less  recognized,  and  attempts  are  being  made  to 
bring  about  a  reform  through  legislation  and  judicial 
decisions.  The  states  are  thus  still  in  that  primitive  stage 
where  a  solution  is  sought  in  the  timid  modification  of  the 
doctrine  of  common  employment,  of  what  constitutes 
negligence,  and  other  subtilities  of  the  law.  They  are 
thus  attempting  a  method  of  reform  long  since  abandoned 
by  European  nations  as  one  which  not  only  does  not  do 
justice  to  the  workingman,  but  is  thoroughly  inadequate 
to  solve  the  difficulties  of  the  question.  It  would  be  diffi- 
cult to  think  of  another  field  of  social  or  legal  reform  in 
which  the  United  States  is  so  far  behind  other  nations. 

"The  most  depressing  feature  of  the  situation  lies  in 
the  fact  that  the  very  principles  involved  in  this  gradual 
evolution  —  from  the  limited  liability  of  employers  to 
that  of  the  compulsory  indemnification  by  them  of  prac- 
tically all  injured  employees  —  are  as  yet  not  even  compre- 
hended in  the  United  States.  Evidently  it  is  useless  to 
expect  any  decided  legislation  until  the  people  generally 
are  made  to  see  the  justness  and  correctness  of  the  posi- 
tion for  which  we  are  contending  and  which  has  so  recently 
been  assumed  by  Great  Britain.  The  first  step,  there- 
fore, consists  in  the  education  of  public  opinion.  This 
once  accomplished,  legislation  will  inevitably  follow." 

Mr.  Willoughby  writes  from  the  standpoint  of  the  phi- 
lanthropist, having  in  mind  only  the  protection  of  the 
workingman  and  his  family  against  want  and  suffering 
occasioned  by  loss  of  work  or  support;  but  there  is  a  close 
relationship  between  the  movement  for  bettering  the 
condition  of  the  workmen  at  the  expense  of  the  employer 
and  the  insurance  of  the  employer  against  unmeritorious 
claims,  especially  when  the  movement  comprehends  a 
practical  removal  of  all  the  defenses  of  the  employer  and 
by  so  much  increases  the  hazard  assumed  by  the  insur- 
ance company. 

It  is  not  likely  that  any  such  radical  change  will  be 
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made  at  once  in  this  country,  but  we  cannot  fail  to  ob- 
serve the  rapid  strides  made  by  European  countries  in  the 
direction  of  an  improvement  in  the  condition  of  the  work- 
ing classes  and  to  note  that  wherever  such  movements 
are  taking  place  the  difficulties  of  employers'  liability 
insurance  increase  and  its  operations  become  more  com- 
plicated. 

Employers'  liability  insurance  in  the  United  States  is, 
however,  now  an  accomplished  fact  and  a  recognized 
necessity  among  employers  of  labor,  and,  whatever  may 
be  its  final  development,  we  are  able  at  least  to  take  a 
retrospective  view  and  profit  by  past  experience  so  far 
as  it  may  be  of  value  as  a  guide  for  the  future. 

The  year  1887  was  the  first  year  in  which  liability  insur- 
ance was  written  in  this  country  to  any  extent.  While 
some  few  policies  had  been  issued  prior  to  that  time,  it 
was  not  until  1887  that  the  business  was  taken  up  and 
prosecuted  in  any  appreciable  degree.  In  that  year  the 
premiums  received  on  employers'  liability  insurance  pol- 
icies in  this  country  amounted  to  about  $150,000.  From 
that  time  on  the  increase  in  business  has  been  marked. 

Every  year  some  new  requirement  for  such  insurance 
appears,  and  it  is  fair  to  assume  that  we  have  not  by  any 
means  reached  the  limit  of  the  scope  of  this  class  of  insur- 
ance. 

While  employers'  liability  insurance  is  permitted  to  be 
transacted  in  every  state  in  the  Union,  there  is  not  in 
every  case  an  exact  definition  of  this  feature  of  insurance. 
Where  a  definition  is  given  at  all,  it  runs  as  a  rule  closely 
to  the  definition  used  in  the  laws  of  the  State  of  New 
York,  which  is  as  follows: 

"Insuring  any  one  against  loss  or  damage  resulting  from 
accident  to  or  injury  suffered  by  an  employee  or  other 
person  and  for  which  the  insured  is  liable." 

It  will  be  seen  from  this  definition  that  it  was  the  inten- 
tion to  provide  for  insurance,  not  only  of  employers  as 
against  claims  made  by  employees,  but  of  "any  one"  as 


EMPLOYERS'  LIABILITY  INSURANCE  407 

against  claims  made  by  employees  or  any  other  persons,  so 
that  under  the  feature  of  employers'  liability  insurance 
nearly  all  of  the  states  provide  for  insurance  against  liability 
for  personal  injuries  in  its  broadest  sense.  In  some  of  the 
states  there  has  been  an  effort  to  divide  liability  insurance 
into  its  component  parts  and  to  treat  each  part  as  a  sep- 
arate branch  of  insurance,  but  up  to  this  time  the  whole 
field  covered  by  liability  insurance  is  accepted  in  all  of 
the  states  as  under  one  head. 

The  hazards  other  than  employers'  liability  commonly 
underwritten  by  companies  engaged  in  this  line  are,  the 
liability  of  a  manufacturer  or  other  employer  of  labor  for 
injuries  sustained  by  persons  other  than  employees,  caused 
by  the  operations  of  the  business  upon  which  the  insurance 
is  granted  —  this  is  called  public  liability  insurance;  the 
liability  of  the  owner  of  horses  and  vehicles  for  injuries 
sustained  by  pedestrians  or  others  in  the  public  ways  — 
this  is  called  teams  insurance;  the  liability  of  the  owner  or 
tenant  of  a  building  where  elevators  are  used  for  passenger 
or  freight  service,  for  injuries  sustained  by  any  person  or 
persons  —  this  is  called  elevator  insurance;  the  liability 
of  the  owner  or  lessee  of  any  building  (except  such  as  may 
be  used  by  the  assured  for  manufacturing  purposes)  for 
injuries  sustained  by  any  person  or  persons  by  reason  of 
defects  in  the  building  or  in  the  ways  adjacent  thereto  or 
by  reason  of  defective  elevators  or  negligent  operation 
thereof  —  this  partakes  of  the  nature  of  employers'  lia- 
bility, public  liability,  and  elevator  insurance  combined, 
and  is  called  general  liability  insurance. 

The  hazards  heretofore  named  are  not  the  only  risks 
taken  by  the  companies  under  this  head.  There  are  other 
directions  in  which  liability  insurance  is  tending.  Pro- 
prietors of  theaters  and  other  places  of  amusement  may  now 
obtain  policies  of  insurance  protecting  them  against  claims 
for  injuries  to  their  patrons  or  employees.  Owners  or 
tenants  of  private  dwellings  may  protect  themselves 
against  the  dangers  of  icy  sidewalks,  open  coal  chutes, 
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loose  shutters,  etc.  Owners  of  ships  and  other  vessels, 
tugs,  barges,  and  scows  used  for  freighting  purposes, 
may  also  take  advantage  of  liability  insurance.  And  so 
also  in  connection  with  the  insurance  of  steam  boilers 
against  explosions,  a  feature  of  liability  insurance  is  intro- 
duced. Steam  boiler  insurance  has  been  carried  on  for 
many  years  in  this  country  and  for  a  longer  period  in 
Europe,  but  it  is  only  of  late  years  that  the  policies  have 
been  so  extended  as  to  cover  the  liability  of  the  owner  or 
operator  of  the  boiler  for  damages  by  reason  of  personal 
injuries  in  consequence  of  boiler  explosions. 

As  the  theory  becomes  better  understood  the  possibil- 
ities broaden.  New  lines  are  suggested  by  actual  claims 
that  arise  and  which  are  not  contemplated  by  any  policies 
now  in  vogue  and  it  may  be  predicted  with  safety  that 
the  principle  of  liability  insurance  is  here  to  stay  in  one 
shape  or  another,  but,  as  this  paper  endeavors  to  show, 
surrounded  by  such  difficulties  and  complications  always 
that  it  will  require  more  care  in  its  supervision  and  man- 
agement than  any  other  branch  of  insurance,  because  of 
the  constantly  changing  factors  in  its  underwriting  and 
its  claim  adjustments. 

The  first  underwriters  of  employers'  liability  insurance 
had  practically  no  basis  upon  which  to  work.  A  scale  of 
rates  was  adopted,  based  largely  upon  the  experience  of 
accident  insurance  companies  in  this  country.  This  scale 
was  amended  from  time  to  time  as  it  became  clear  that  a 
risk  hazardous  for  personal  accident  insurance  might  be 
non-hazardous  for  liability  insurance  and  vice  versa.  For 
a  number  of  years,  however,  this  original  scale  of  rates 
was  used  by  most  of  the  companies  as  their  published  rate 
schedule.  As  a  matter  of  fact,  however,  until  three  years 
ago  there  was  no  actual  scale  of  rates,  each  company 
accepting  business  according  to  its  judgment,  which  in 
many  cases  proved  to  be  bad.  Within  the  last  three 
years,  however,  all  of  the  stock  companies  in  the  country, 
with  perhaps  one  exception,  became  associated  for  the 
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purpose  of  determining  the  actual  cost  of  insuring  the  many 
different  hazards  to  which  liability  insurance  is  applicable. 
It  was  deemed  to  be  wise  to  collate  the  past  experience  of 
all  companies — not  with  regard  to  the  amount  of  premiums 
received,  but  with  regard  to  the  actual  expenditure  for  losses 
based  on  the  wages  of  employees  or  otherwise  as  the  case 
might  be  —  to  determine  the  actual  cost  in  loss  payments 
as  against  actual  exposure.  This  work  has  been  and  is 
still  going  on,  and  certain  important  information  has  been 
compiled  from  time  to  time,  resulting  in  many  changes  in 
rates.  After  computing  the  actual  cost  of  any  given 
class  of  business,  it  is  a  comparatively  easy  matter  to  add 
a  sufficient  "loading"  to  cover  expenses  and  arrive  at  a 
premium  rate  adequate  for  the  hazard,  assuming  that  the 
conditions  will  remain  the  same  in  the  future  as  in  the 
past.  Difficulties,  however,  have  presented  themselves 
in  arriving  at  a  system  of  rates  for  the  reason  that,  as 
stated  elsewhere  in  this  paper,  the  hazards  differ  materially 
in  the  several  states  by  reason  of  the  difference  in  laws 
and  the  difference  in  social  conditions.  The  attempt, 
however,  is  a  step  in  the  right  direction,  and  while  the 
results  thus  far  have  not  been  entirely  satisfactory,  there 
is  no  doubt  that  rate-making  for  employers'  liability  insur- 
ance is  being  gradually  reduced  to  a  science.  In  almost 
any  other  line  of  insurance  the  scale  of  rates  once  estab- 
lished in  this  way  would  be  a  true  guide  for  the  future. 
In  liability  insurance  the  same  rule  does  not  apply,  because 
a  scale  established  and  found  to  be  correct  for  to-day  might 
be  absolutely  incorrect  for  the  future.  The  only  safe 
rule  appears  to  be  the  making  of  a  scale  by  past  experi- 
ence, and  adding  to  it  the  necessary  factor  of  safety  for 
legislative  and  other  changes  each  year. 

Environment  is  a  serious  factor  in  liability  underwriting. 
Not,  however,  from  the  same  cause  that  governs  other 
lines  of  insurance.  There  are  about  as  many  people 
injured  or  killed  in  a  given  occupation  in  one  part  of  the 
country  as  in  another,  but  the  social  conditions  obtaining 
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in  the  different  sections  influence  matters  of  adjustment 
and  of  suits  to  a  greater  degree  perhaps  than  does  the  actual 
difference  in  statutory  provisions. 

In  the  comparatively  new  states  the  population  is  not 
as  homogeneous  as  in  the  older  and  more  conservative 
communities,  where  whole  families  for  generations  have 
been  employed  in  one  industry  or  mill  or  factory.  Under 
the  latter  conditions  few  claims  are  made,  because  the 
employer  is  likely  to  be  in  close  touch  with  his  employees 
and  his  kindly  treatment  for  years  will  always  have  an 
influence  on  his  workmen  and  tend  to  prevent  excessive 
claims  for  slight  injuries. 

On  the  other  hand,  in  localities  where  the  working 
classes  are  made  up  largely  of  immigrants  from  foreign 
countries,  or  in  any  event  is  of  a  cosmopolitan  character, 
no  such  good  feeling  exists  or  is  likely  to  exist,  and  when 
claims  are  made  for  indemnity  on  account  of  injuries 
sustained,  the  sums  demanded  assume  proportions,  which 
if  paid,  would  be  a  menace  to  the  successful  continuance 
of  a  business  or  trade  where  mechanical  labor  is  a  chief 
factor;  and  in  such  communities  when  claims  are  resisted 
and  carried  into  the  courts  unreasonable  verdicts  are 
frequently  the  result,  presumably  because  the  juries  are 
to  a  great  extent  in  sympathy  with  the  working  people 
as  against  corporations  and  capitalists. 

Beyond  these  factors  in  environment  is  the  variation 
of  statistics  and  the  application  of  the  law  in  the  several 
states  of  the  country.  In  some  states  the  fellow-servant 
rule  is  strictly  adhered  to,  while  in  others  this  rule  is  made 
elastic  and  decisions  are  usually  favorable  to  the  injured 
person;  and  in  still  others  the  rule  is  abrogated  altogether. 
Promise  to  repair,  proximate  cause,  contributory  negli- 
gence, presumption  of  negligence  and  many  other  legal 
subtilities,  are  also  widely  divergent  in  application,  to 
such  an  extent  that  in  the  matter  of  underwriting  and  rate- 
making  all  these  conditions  must  be  considered  as  having 
a  direct  relationship  to  the  selection  of  risk. 
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The  premium  charge  on  employers'  liability  insurance 
is  based  on  the  aggregate  wages  of  all  employees.  The 
question,  therefore,  of  the  average  rate  of  wages  has  $ 
direct  bearing  on  the  hazard.  The  average  annual  wages 
of  workmen  in  the  United  States  is  shown  by  the  last 
census  to  be  something  less  than  $500.  The  use  of  the 
total  pay-roll  of  any  establishment  as  the  basis  of  the 
premium  charge  is  on  the  theory  that  the  wage  expendi- 
ture will  be  a  correct  indication  of  the  number  of  employees 
actually  engaged.  Manifestly,  then,  the  actual  basis  of 
the  premium  is  the  number  of  employees  exposed  to  the 
given  hazard  for  one  year,  and  the  accepted  method  of 
computation  at  a  certain  rate  for  each  one  hundred  dollars 
of  wages  expended  is  on  the  assumption  that  the  general 
average  is  always  true. 

The  total  amount  of  pay-roll  during  the  term  of  the 
policy,  whether  it  be  for  a  year  or  a  longer  or  shorter 
period,  indicates  the  amount  of  the  premium.  A  pay-roll 
of  $100,000  is  taken  to  be  equivalent  to  the  exposure  of 
200  employees  for  one  year,  or  400  employees  for  six 
months  and  so  on. 

The  general  average  of  wages,  however,  does  not  always 
obtain,  and  it  is  a  notable  fact  that  the  nature  of  employ- 
ment and  the  character  of  workmen  in  some  states  decrease 
the  premium  per  capita,  by  reason  of  the  low  rate  of  wages, 
while  the  hazard  is  nowise  proportionately  improved, 
but,  on  the  contrary,  is  likely  to  be  worse,  because  of  the 
lower  grade  of  intelligence  of  the  laborers. 

It  is  a  fair  assumption  that  no  two  states  are  exactly 
alike  from  the  standpoint  of  underwriting,  and  this  sets 
up  another  difficulty  in  the  way  of  establishing  any  rule 
of  procedure  which  would  be  mathematically  correct  for 
the  whole  country.  The  iniquitous  system  of  taxation  in 
operation  in  some  of  the  states  has  an  important  bearing 
on  the  cost  of  conducting  business  in  such  states,  and 
while  it  is  not  always  wise  for  insurance  corporations 
to  discriminate  against  certain  sections  they  cannot  be 
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expected  to  discriminate  in  favor  of  places  where  additional 
burdens  are  placed  upon  them.  Each  state  at  least  must 
be  rated  and  underwritten  on  the  basis  of  the  existing  or 
changing  conditions  to  be  found  in  the  given  locality,  and, 
as  the  risks  are  necessarily  very  much  scattered,  the 
statistical  information  compiled  by  any  one  company 
is  not  of  great  value,  except  in  the  most  populous  manu- 
facturing states.  The  ultimate  value,  therefore,  of  a 
perfect  compilation  of  the  statistics  of  all  the  companies 
engaged  in  the  business  cannot  be  overestimated. 

In  the  matter  of  expenses,  it  may  be  interesting  to  make 
some  comparisons.  It  may  be  fairly  assumed  that  the 
commissions  paid  to  agents  and  brokers  on  liability  busi- 
ness are  far  in  excess  of  like  expense  on  other  lines,  where 
the  premiums  are  large. 

The  commission  rate  may  very  properly  be  said  to  be 
in  the  hands  of  the  individual  company  to  control,  but  it 
will  be  well  understood  that  a  precedent  in  this  respect 
having  been  once  established,  it  is  practically  impossible 
to  change  without  uniformity  of  action  on  the  part  of  all 
companies;  and  as  the  agencies  of  many  of  the  companies 
are,  and  have  been  for  many  years  established  on  a  salary 
basis,  equivalent  to  a  high  commission  rate,  there  seems  to 
be  no  likelihood  of  reform  in  this  direction  in  the  near 
future. 

Personal  accident  insurance  has  always  been  subject  to 
a  high  commission  rate,  and,  as  most  of  the  companies  now 
engaged  in  liability  business  established  their  field  agenices 
originally  for  personal  accident  insurance,  there  seems  to 
be  no  doubt  that  the  high  accident  commissions  influenced 
somewhat  the  rate  paid  for  commissions  on  liability  insur- 
ance. The  rates  of  commission  on  the  latter  have  not, 
however,  reached  the  average  of  accident  business,  and  it 
is  generally  agreed  that  the  present  commission  on  liabil- 
ity insurance  is  excessive,  considering  the  size  of  the  premi- 
ums involved,  and  considering  also  that  high  commissions 
on  large  premiums  open  the  way  to  the  rebate  evil  which 
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has  become  a  menace  to  other  lines  of  insurance.  The 
employment  also  of  salaried  men  at  all  principal  points 
/or  purposes  of  survey  and  examination  of  risks  on  behalf 
of  the  companies  is  no  inconsiderable  item  of  additional 
expense. 

The  foregoing  refers  only  to  the  expense  of  securing  the 
business.  The  expense  of  caring  for  the  business  after  it 
is  once  on  the  books  of  the  company  is  infinitely  greater 
than  that  of  any  other  line  of  insurance  known.  The 
clerical  staff  must  be  more  numerous  and  more  than  ordi- 
narily skilled  in  the  business,  the  various  details  of  the 
work  requiring  constant  care  and  oversight.  The  loss 
adjusting  department  must  be  supervised  by  men  of  the 
highest  order  of  ability  and  the  detail  work  in  this  depart- 
ment requires  more  skill  and  a  higher  grade  of  men  than 
would  be  requisite  in  many  other  lines  of  insurance.  It 
may  be  said  that  every  adjuster  employed  by  the  com- 
pany must  have  a  considerable  knowledge  of  the  law  and 
at  the  same  time  possess  the  qualifications  of  a  level-headed 
business  man. 

It  may  be  stated  with  some  degree  of  accuracy  that  for 
every  thousand  policies  issued  there  will  be  in  the  neigh- 
borhood of  one  thousand  notices  of  accident  annually. 
Under  some  policies  there  will,  of  course,  be  more  than 
under  others,  but  considering  that  many  of  the  policies 
cover  work  involving  the  employment  of  large  numbers 
of  men  it  is  not  surprising  that  few,  except  the  very  small 
risks,  escape  without  any  accidents. 

Each  claim  that  arises  must  be  carefully  investigated 
and  is  likely  to  require  many  visits  and  continued  expense. 
The  claim  is  not  against  the  company,  but  it  is  a  demand 
made  on  the  policy-holder  to  whom  the  company  stands 
in  the  relationship  of  counsel.  It  is  not,  therefore,  a 
matter  of  ascertainng  the  amount  of  the  claim  and  effect- 
ing a  settlement  for  the  company,  but  an  examination  of 
all  the  facts  with  view  of  setting  up  a  proper  defense  for 
the  assured  in  the  event  of  an  action  at  law,  or  of  effecting 
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a  compromise  on  behalf  of  the  assured  should  it  appear  that 
the  injuries  were  caused  by  his  negligence.  This  necessa- 
rily often  introduces  the  services  of  lawyers  into  the  cases, 
and,  as  lawyers  are  probably  the  best  paid  professional 
men  in  this  country,  it  may  be  truthfully  asserted  that  to 
the  lawyer  is  attributable  a  large  part  of  the  expense 
ratio  of  liability  insurance  companies. 

Expert  mechanical  inspections  also  add  to  the  expense 
of  the  business.  Each  company  must  maintain  a  bureau 
for  the  periodical  inspection  of  risks.  A  staff  of  inspec- 
tors, skilled  mechanics,  must  be  employed,  and  the  assured 
must  be  afforded  the  protection  of  this  service  in  addition 
to  the  indemnity  provided  by  the  policy. 

It  is  estimated  that  at  the  present  time  about  $500,000 
is  paid  out  for  mechanical  inspections  by  liability  insur- 
ance companies  annually,  and  for  the  most  part  this 
amount  is  expended  for  steam  boiler  and  elevator  inspec- 
tions. The  inspection  feature  in  these  two  branches  of 
insurance  is  of  paramount  importance.  While  it  cannot 
be  shown  definitely  in  how  many  instances  inspections 
have  prevented  accidents,  it  is  nevertheless  true  that  in 
many  cases  serious  defects  have  been  discovered  and 
remedied.  Certain  it  is  that  inspections  at  stated  inter- 
vals by  practical  men  who  are  trained  mechanical  engi- 
neers have  a  desirable  effect  upon  employer  and  employee, 
and  tend  to  good  order  and  method  where  otherwise  there 
would  exist  every  opportunity  for  accident. 

While  the  larger  part  of  the  expense  for  inspections  is 
chargeable  to  the  two  branches  mentioned,  general  inspec- 
tions are  being  extended  to  all  important  risks,  and  the 
expense  of  this  department  of  the  business  is  likely  to  be 
increased  by  the  addition  of  new  and  untried  hazards. 
The  original  theory  of  liability  insurance  was  the  protec- 
tion of  the  assured  against  heavy  financial  loss.  The 
practical  administration  of  it,  however,  contemplates  the 
payment  of  many  small  losses  which  come  within  the  limits 
stipulated  in  the  policy.    If  it  were  possible  with  safety 
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to  the  insurer  to  eliminate  the  small  losses  and  pay  only 
those  beyond  a  certain  stated  amount,  the  expense  ratio 
might  be  very  much  reduced,  but  this  does  not  appear  to 
be  practicable.  Small  losses  left  to  the  assured  to  adjust 
would  grow  into  large  ones,  and  the  only  safety,  there- 
fore, of  the  company  insuring  would  be  the  handling  of 
every  claim,  even  if  the  assured  paid  the  damages  within 
certain  limitations.  By  this  method  the  companies' 
losses  would  be  reduced,  but  the  actual  amount  paid  out 
for  expenses  would  remain  the  same,  while  on  the  other 
hand,  the  premiums  being  proportionately  reduced  by 
reason  of  the  lessened  hazard  carried  by  the  companies, 
the  expense  ratio  would  be  materially  increased. 

The  reserve  on  life  insurance  policies,  being  computed 
on  the  net  premium,  is  easily  arrived  at,  because  there  is 
a  well  defined  rule  for  determining  the  net  cost.  In 
casualty  insurance,  however,  the  net  cost  has  not  yet  been 
reduced  to  a  science,  and  until  such  time  as  the  experi- 
ence of  all  companies  is  collected,  and  the  proper  rule 
established  it  will  be  impossible  to  compute  the  reserve 
on  casualty  policies  by  any  such  method  as  is  used  by 
life  insurance  companies.  It  is  true  also,  as  shown  else- 
where in  this  paper,  that  there  are  difficulties  in  the  way 
of  arriving  at  any  true  rule  for  establishing  the  net  cost 
for  liability  insurance,  on  account  of  the  changes  that  are 
constantly  occurring  by  reason  of  new  legal  decisions  and 
the  enactment  of  new  statutes.  It  is  therefore  probable 
that  the  only  available  means  of  computing  the  reserve 
on  net  cost  is  to  arrive  at  such  net  cost  by  taking  from 
the  premium  the  approximate  amount  of  expenses. 

It  may  be  added  here  that  this  statement  is  made  with- 
out any  desire  to  advocate  a  reduction  of  proper  reserves; 
but  a  reinsurance  reserve  has  no  relationship  whatever  to 
earned  premiums,  and  if  the  earned  premium  of  six  months 
less  all  expenses  of  securing  business  is  deemed  sufficient 
to  carry  the  first  six  months,  then  certainly  the  unearned 
premium  of  the  remaining  six  months,  less  one-half  of 
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such  expense  should  be  an  adequate  provision  for    the 
second  six  months. 

If  such  a  reserve  be  not  sufficient,  then  the  difficulty 
lies  with  the  rate,  and  it  is  there  the  adjustment  should  be 
made.  This  question  of  rate-making  is  now  being  carefully 
studied  by  all  the  companies  having  any  experience  to 
guide  them,  and  many  changes  have  already  been  made, 
having  always  in  view  the  establishment  of  rates  adequate 
to  the  various  hazards,  involved.  It  is  to  be  hoped  that 
the  restrictions  placed  upon  fire  insurance  companies  in 
some  states,  preventing  cooperation  in  establishing  fair 
and  equitable  rates,  will  not  be  applied  to  the  casualty 
companies. 

The  adjusting  of  losses  under  liability  policies  is  ad- 
mitted to  be  far  more  difficult  than  adjustments  under 
any  other  form  of  insurance.  As  an  example  of  this, 
almost  any  case  may  be  selected.  The  assured  notifies 
the  company  that  one  of  his  employees  has  met  with  an 
injury.  It  is  usual  for  the  company  to  furnish  the  em- 
ployer with  printed  forms  for  this  purpose.  The  adjusting 
department  of  the  company  on  examination  of  the  report 
may  and  often  does  find  a  lack  of  detailed  information 
concerning  occupation,  rate  of  wages,  place  of  accident, 
particulars  of  accident,  and  description  of  injury.  In 
very  few  cases  is  the  information  given  sufficient  to  deter- 
mine whether  or  not  the  employer  is  liable  by  reason  of 
negligence.  It  is  therefore  necessary  for  the  company  to 
send  an  investigator  to  make  a  personal  inquiry  into  the 
facts.  The  investigator  gathers  all  information  obtain- 
able from  the  employer  and  also  from  witnesses,  and 
makes  his  report  to  the  company.  From  this  report 
the  company  may  be  able  to  base  an  opinion  as  to  the 
liability  of  its  assured  for  the  accident.  Frequently,  how- 
ever, a  single  accident  will  require  numerous  visits  to  the 
scene  of  its  occurrence  before  all  the  facts  can  be  brought 
out. 

When  the  company  finds  there  is  no  liability  in  the  case 
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against  the  assured,  he  is  so  notified  and  the  injured  per- 
son is  not  approached  at  all.  The  papers  in  the  case 
are  carefully  filed,  and  all  the  information  is  at  hand  in  the 
event  of  a  future  claim  on  account  of  the  given  accident. 

If,  on  the  other  hand,  it  appears  to  be  a  case  of  negli- 
gence, and  a  claim  is  likely  to  be  made,  negotiations  are 
at  once  begun  for  an  adjustment  as  between  the  employer 
and  the  employee,  the  company's  representative  acting  as 
the  representative  of  the  employer. 

Then  the  actual  work  of  adjusting  begins.  Before  an 
actual  settlement  is  accomplished  and  a  release  given, 
one  or  more  representatives  of  the  company  have  made 
visit  after  visit  to  the  employer  and  the  injured  person; 
witnesses  have  been  examined  and  their  sworn  statements 
taken;  it  has  been  necessary,  perhaps,  to  employ  a  physi- 
cian to  make  a  physical  examination  of  the  injured  person, 
and  in  the  meantime  the  case  may  have  been  placed  in 
the  hands  of  a  lawyer  by  the  claimant.  A  case  which 
looked  trivial  in  the  beginning  may  be  the  occasion  of 
more  negotiation  and  expense  in  adjustment  than  a  really 
meritorious  claim.  Ignorant  persons,  guided  by  the  per- 
nicious advice  of  unscrupulous  lawyers,  will  frequently 
press  claims  in  which  there  is  no  merit  whatever. 

Within  the  past  few  years,  and  particularly  since  the 
advent  of  employers'  liability  insurance,  our  court  calendars 
have  been  filled  with  accident  cases  hunted  up  by  a  species 
of  lawyer  known  as  the  ambulance  runner.  These  men 
are  a  great  menace  to  the  public  and  to  the  employers' 
liability  companies.  They  keep  themselves  well  posted 
by  frequent  examinations  of  police  reports  and  otherwise 
as  to  every  accident  that  happens,  and  frequently  a  person 
who  has  suffered  a  trifling  injury  will  be  visited  by  several 
such  lawyers  in  the  endeavor  to  magnify  the  injury  into 
important  proportions  and  to  encourage  the  making  of  an 
exorbitant  claim.  Reputable  lawyers  do  not  lend  them- 
selves to  such  tactics.  It  makes  little  difference  to  the 
ambulance  runner  whether  his  client  has  a  case  or  not,  so 
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long  as  he  is  given  an  opportunity  to  bring  suit  against 
some  one,  depending  upon  the  probability  that  the  person 
sued  would  in  any  event  be  willing  to  pay  him  a  small 
sum  rather  than  pay  some  other  lawyer  a  large  fee  to  defend. 
He  is  looking  out  for  himself  rather  than  for  his  client  in 
nearly  every  case,  and  naturally  sees  in  the  liability  insur- 
ance company  an  opportunity  for  piracy  of  this  nature 
which  did  not  exist  before  such  insurance  became  an  estab- 
lished fact  in  this  country.    It  does  not  take  long,  how- 
ever, in  any  locality,  to  ascertain  which  of  the  lawyers 
have  this  versatile   ambulance-chasing   propensity    and 
they  receive  scant  courtesy  from  the  companies  when 
discovered. 

Under  these  circumstances  it  is  obvious  that  the  esti- 
mating of  ultimate  cost  of  outstanding  or  resisted  claims 
is  altogether  a  matter  of  opinion,  and  naturally  opinions 
differ   on   this  subject.    Some   companies,   taking   past 
experience  as  a  basis,  assume  that  all  notices  or  reports 
of  injury  received  will  cost  on  the  average  a  certain  sum 
in  settlement,  that  all  suits  brought  will  average  in  cost 
of  settlement  a  certain  stated  amount,  and  cases  appealed 
from  lower  courts  will  cost  a  proportionately  higher  amount. 
Other  companies  estimate  each  case  according  to  the  cir- 
cumstances surrounding  it.    It  is  difficult  to  say  which 
comes  nearer  to  being  right. 

It  appears  to  be  true  that  in  the  early  years  of  the 
business  in  this  country  most  of  the  risks  written  were 
those  that  required  little  or  no  solicitation  by  the  com- 
panies, because  the  employers  recognized  the  hazardous 
nature  of  their  work  and  gladly  availed  themselves  of  the 
opportunity  to  insure. 

Employers,  however,  did  not  recognize  altogether  the 
necessity  of  reporting  every  injury.  Those  that  were 
considered  trifling  cases  at  the  time  of  accident  were  not 
reported,  but  such  as  were  reported  proved  expensive  to 
the  underwriters,  because  of  the  hazardous  nature  of  the 
business.    As  time  went  by  it  was  found  frequently  that 
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a  case  which  appeared  to  be  a  trivial  accident  at  the  out- 
Bet  grew  in  proportions,  and  claims  were  often  made  in 
cases  where  it  was  supposed  by  the  employer  that  the 
injured  employee  had  no  intention  of  seeking  indemnity. 
As  the  volume  of  business  increased,  too,  and  employers 
became  more  familiar  with  the  insurance  that  was  offered 
by  the  companies,  its  adoption  became  more  general  and 
persons  who  theretofore  had  not  taken  advantage  of  it 
applied  for  policies.  In  this  way  through  the  large  staffs 
of  solicitors  employed  by  the  various  companies  and  the 
consequent  general  education  of  employers  to  a  knowl- 
edge of  the  value  of  insurance,  the  less  hazardous  risks 
became  insured  and  the  assured  became  more  careful  in 
reporting  accidents,  so  that  at  this  time  it  is  probable 
that  the  average  number  of  notices  of  injury  per  annum 
is  greater  for  the  same  number  of  workmen  than  at  the 
inception  of  this  branch  of  insurance.  Many  establish- 
ments* now  report  injuries  of  the  most  trivial  nature, 
which,  if  estimated  on  the  basis  of  the  experience  of  earlier 
years,  would  indicate  a  premium  rate  far  in  advance  of 
that  actually  needed,  so  that  at  the  present  time  there  does 
not  appear  to  be  any  sound  basis  for  estimating  the  actual 
average  cost  of  each  notice.  Such  a  figure  may  be  reached 
when  the  business  has  run  over  a  term  of  years  sufficient 
to  base  such  an  average  on  an  actual  earned  premium  of 
large  amount;  but  again  in  this  connection  appears  an- 
other difficulty.  An  employer  takes  out  a  policy  in  a  state 
where  the  statute  of  limitations  is  three  years.  The  com- 
pany must  protect  him  for  any  loss  occurring  during  the 
life  of  his  policy,  for  which  claim  is  made  upon  him  dur- 
ing the  term  of  the  statute,  provided,  of  course,  he  has 
given  the  company  notice  of  such  an  accident  at  the  time 
of  its  occurrence.  The  statute  of  limitations  varies  in 
different  states,  from  one  year  in  some  states  to  seven 
years  in  others,  so  that  it  may  be  said  that  the  premium 
of  any  given  year  cannot  be  fully  earned  until  the  time 
of  the  statute  of  limitations  has  entirely  elapsed.    To 


420  YALE  READINGS  IN  INSURANCE 

arrive,  therefore,  at  an  actual  basis  for  any  given  period 
of  years,  the  time  of  the  statute  of  limitations  must  have 
expired  on  all  risks  of  the  last  year  of  such  period  in  every 
state  where  the  business  is  conducted.  There  is  little 
doubt  that  the  best  method  of  estimating  the  value  of 
outstanding  losses  is  to  compute  the  average  cost  per 
notice,  the  average  cost  per  suit  and  the  average  cost  for 
each  appeal,  provided  this  average  cost  can  be  correctly 
determined.  Considering,  however,  the  constant  changes 
in  laws,  considering  the  inclination  of  legislators  in  the 
direction  of  providing  workmen  with  indemnity  for  acci- 
dental injuries,  and  considering  the  slow  but  sure  progres- 
sion of  public  sentiment  in  favor  of  laws  such  as  have  been 
enacted  in  many  of  the  countries  of  Europe  for  the  pro- 
tection of  the  working  classes,  it  would  seem  almost  impos- 
sible ever  to  arrive  at  a  true  rule,  because  every  year  would 
be  likely  to  change  the  conditions.  Under  these  circum- 
stances, it  appears  as  if  the  estimating  of  each  case  on  its 
merits  is  best,  for  the  reason  that  when  a  case  is  estimated 
the  prevailing  conditions  are  known  and  are  taken  into 
consideration  and  the  company  is  more  likely  to  adopt  a 
factor  of  safety  for  each  year's  business  than  if  it  depended 
on  a  complete  change  of  its  average  estimate  each  year. 

Opinions  differ  widely  as  to  the  wisdom  of  litigation  by 
companies  engaged  in  liability  insurance.  It  has  been 
said  on  the  one  hand  that  the  company's  advice  to  the 
assured  should  be  exactly  that  of  the  assured's  counsel 
under  similar  circumstances.  On  the  other  hand,  it  will 
be  admitted  that  the  counsel  of  the  assured  in  advising 
his  client  is  not  by  any  means  in  the  same  position  as 
the  insurance  company  with  the  function  of  loss  payer  as 
well  as  adviser.  It  is  reasonable  to  suppose,  of  course, 
that  the  lawyer  will  give  the  best  advice  that  his  judgment 
dictates.  It  is  clear  also  that  the  insurance  company 
should  give  the  best  advice,  not  only  by  its  judgment, 
but  by  its  actual  experience  in  litigation,  because  it  has 
to  pay  the  judgment  for  damages,  if  one  is  obtained  by  the 
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injured  party.  The  business  in  this  country  has  not  yet 
reached  that  stage  where  it  can  be  said  with  any  degree  of 
certainty  which  is  the  better  policy.  It  is  perhaps  fair 
to  assume,  however,  that  the  more  acceptable  method  so 
far  as  the  assured  is  concerned  is  a  prompt  settlement  and 
a  full  release;  and,  under  ordinary  circumstances,  settle- 
ments can  be  made  to  better  advantage,  if  negotiated  at 
once,  than  if  allowed  to  drift  into  the  hands  of  unscrupu- 
lous attorneys  whose  exorbitant  fees  immediately  swell  the 
amount  demanded.  There  is  good  reason  to  believe  that 
some  sort  of  a  payment  for  every  claim  that  arises  would 
result  in  establishing  dangerous  precedents  in  large  estab- 
lishments, but,  it  is  contended,  if  every  claim  is  settled 
and  put  aside  at  once  there  is  not  likely  to  be  danger  of 
claims  accumulating  later  on.  There  seems  to  be  no 
doubt,  therefore,  that  the  most  acceptable  plan  to  the 
assured  is  immediate  adjustment  when  a  claim  arises, 
and  there  seems  to  be  no  doubt  also  that  with  care  and 
good  judgment  in  settlements  this  method  would  be  the 
best  one  for  the  companies  to  follow.  As  has  already 
been  stated,  however,  there  is  a  wide  divergence  of  opinion 
on  this  subject,  some  insurers  believing  that  where  a 
claim  is  not  meritorious,  it  should  be  fought  to  the  bitter 
end,  while  others  contend  that  even  in  such  cases,  if  a 
reasonable  settlement  can  be  effected  for  a  sum  not  far 
in  excess  of  the  cost  of  litigation,  the  result  as  a  whole 
will  be  less  expensive  for  the  company  than  any  system 
of  adjudication  through  the  courts.  Time  alone  will 
prove  which  of  the  methods  outlined  above  is  correct; 
but  thus  far  those  insurers  who  have  undertaken  by 
prompt  action  to  clear  away  liability  have  shown  the  best 
results,  while  those  who  have  built  up  a  large  outstanding 
liability  by  reason  of  suits  against  policy-holders,  are  as 
far  away  as  ever  from  the  final  determination.  This  propo- 
sition does  not  apply  equally  to  all  classes  of  liability  busi- 
ness. In  pure  employers'  liability  insurance,  settlements 
are  more  easily  made  than  in  some  other  branches  where 
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the  factor  of  public  liability  enters;  but  as  an  offset  to 
this,  while  public  liability  cases  frequently  require  liberal 
adjustments,  so  do  they  often  result  in  large  verdicts  if 
allowed  to  go  to  trial. 

It  may  be  well  to  point  out  one  danger  which  is  likely 
to  be  overlooked  by  beginners  who  have  had  no  consider* 
able  experience  in  the  business. 

The  result  of  the  first  year's  operations  at  the  prevailing 
rates  of  to-day  is  likely  to  indicate  so  handsome  a  profit 
that  the  inexperienced  manager  may  be  misled  into  the 
belief  that  the  rates  are  excessive.  There  is  probably  no 
other  line  of  insurance  so  deceptive  in  this  respect.  The 
final  results  of  the  first  year's  business  will  not  be  known 
until  the  time  fixed  in  the  statute  of  limitations  has  ex- 
pired, and  if  business  is  transacted  in  states  where  the 
statute  extends  six  or  seven  years  it  will  be  seen  over  how 
long  a  period  the  business  must  nm  before  the  actual  loss 
may  be  determined.  Then,  too,  in  case  of  accident  to  a 
minor,  suit  may  be  brought  after  he  reaches  his  majority, 
and  the  company  must  protect  the  employer  if  he  held  a 
policy  at  the  time  of  the  accident  and  fulfilled  all  its 
conditions. 

It  is  estimated  that  the  loss  shown  as  having  been  paid 
on  a  given  year's  business  at  the  end  of  the  second  year 
will  be  at  least  doubled  before  a  final  determination  of  the 
business  of  that  year. 

Notwithstanding  all  the  difficulties  of  conducting  liabil- 
ity insurance,  it  is  believed  that  it  has  become  an  estab- 
lished factor  in  the  operation  of  business  in  this  country 
and  that  its  scope  will  broaden  as  time  goes  by.  Legisla- 
tion will  undoubtdly  affect  it  from  time  to  time,  but  the 
principle  will  still  remain,  whatever  the  local  conditions, 
and  these  conditions  will  tend  rather  to  regulate  under- 
writing than  to  discredit  the  business. 


CHAPTER  XXVIII 


employers'  liability  reform1 

Prevention  of  industrial  accidents.  —  Fourth  of  July 
orators  are  fond  of  calling  attention  to  the  different 
fields  in  which  these  United  States  beat  the  world. 
There  is  one  field,  however,  which  in  our  expansive  and 
self-congratulatory  moods  it  is  better  for  us  to  forget. 
The  United  States  shows  every  year  a  larger  propor- 
tion of  industrial  accidents  on  its  railroads  and  in  its 
mines  and  factories  than  any  other  civilized  land. 

According  to  a  recent  comparison,  we  kiH  nearly 
three  times  and  injure  more  than  five  times  as  many 
railroad  employees,  in  every  thousand  employed,  as 
Great  Britain;  we  kill  two  and  one  half  times  and  injure 
five  times  as  many  as  Germany,  and  we  kill  more  than 
three  and  injure  nearly  nine  times  as  many  as  Austria- 
Hungary.*    The  showing  made  by  our  mining  indus- 

1  From  pp.  24-32,  and  53-65  of  "Social  Insurance,"  by  Henry  R. 
Seager.  Published  by  the  Macmillan  Co.,  N.  Y.,  1910.  Reprinted  by 
special  arrangement  with  the  publishers. 

The  preceding  article  described  the  system  of  insurance  which  has 
grown  up  within  the  last  generation  to  take  care  of  the  responsibilities 
of  employers  under  the  common  law  of  negligence.  Ours  has  been  the 
last  industrial  nation  to  recognise  the  inadequacy  of  the  law  of  negli- 
gence in  providing  compensation  for  the  victims  of  industrial  accidents. 
Since  1910,  however,  the  movement  for  reform  of  our  employers1  lia- 
bility law  has  spread  from  state  to  state.  At  the  present  time  it  is 
possible  to  indicate  only  the  tendencies  of  the  new  legislation.  These 
tendencies  are  foreshadowed  in  the  article  by  Professor  Seager.  It  is 
yet  too  early  to  determine  just  how  employers'  liability  insurance  will 
be  affected  by  the  new  laws,  but  it  is  already  evident  that  the  changes 
involved  will  be  numerous  and  radical.  W.  H.  P. 

*  The  New  Encyclopaedia  of  Social  Reform,  p.  7. 
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tries  is  almost  as  bad.  To  refer  only  to  coal  mines,  in 
the  five  years,  1902-1906,  three  and  one  third  employees 
in  every  thousand  were  killed  on  the  average  each  year 
in  the  United  States,  as  compared  with  two  in  Prussia 
(1900-1904),  one  and  one  quarter  in  Great  Britain,  and 
one  in  Belgium.1  That  the  showing  made  by  our  mills 
and  factories  is  equally  unfavorable,  no  well-informed 
person  will  deny.  The  very  reason  which  makes  it 
impossible  to  prove  this  in  figures  —  that  is,  the  ab- 
sence of  trustworthy  accident  statistics  for  the  United 
States  — is  indirect  evidence  of  our  backwardness  in 
the  field  of  accident  prevention.  Basing  a  judgment 
on  such  comparative  data  as  are  available,  I  feel  safe 
in  asserting  that,  as  regards  occupations  generally, 
accidents  are  nearly  twice  as  common  in  the  United 
States  in  proportion  to  the  number  employed  as  they 
are  in  the  United  Kingdom  and  Germany,  and  that, 
as  regards  the  railroads,  they  are  nearly  three  times  as 
common. 

Just  what  this  means  in  loss  of  life  and  limb,  in 
suffering,  poverty,  and  dependency,  it  is  impossible  to 
state  with  any  degree  of  accuracy.  According  to  the 
mortality  statistics  for  1908,  there  were  in  that  year 
44,089  deaths  from  accident  in  the  registration  area  of 
the  United  States,  of  which  19,287  befell  gainfully 
employed  men  and  boys,  and  683,  gainfully  employed 
women  and  girls.  All  of  the  accidental  deaths,  even 
of  the  gainfully  employed,  were  of  course  not  due  to 
industrial  accidents,  but  it  does  not  seem  unreasonable 
to  assume  that  three  fourths  of  them  were.  Remem- 
bering that  the  registration  area  in  1908  embraced 
only  one  half  of  the  population  of  the  country,  we  may 
thus  conclude  that  the  fatalities  from  industrial  acci- 
dents in  that  year  aggregated  about  30,000. 

That  this  total  is  not  excessive  is  indicated  by  the 

1  Coal-Mine  Accidents:  Their  Causes  and  Prevention.  U.  8. 
Geological  Survey,  1907. 


EMPLOYER'S  LIABILITY  REFORM  425 

fact  that  the  annual  death  toll  which  our  railroads  and 
coal  mines  alone  levy  upon  those  they  employ  exceeds 
5000/  although  the  employees  in  these  industries  con- 
stitute less  than  one  tenth  of  the  gainfully  employed 
men  and  boys  of  the  country. 

Any  estimate  of  the  number  of  non-fatal  accidents 
in  the  United  States  must  be  accepted  as  a  pure  guess. 
In  1906,  according  to  figures  furnished  by  the  United 
States  Geological  Survey,  our  coal  mines  injured  two 
and  one  half  times  as  many  men  as  they  killed.  There 
are  other  occupations,  as  that  of  linemen  repairing 
wires  carrying  high-tension  currents,  in  which  men  are 
seldom  injured  by  accidents;  they  are  almost  always 
killed.  On  the  other  hand,  on  the  railroads  last  year 
more  than  twenty  times  as  many  men  were  injured  as 
were  killed.  Other  industries;  like  textile  mills,  would 
show  many  injured,  but  few  if  any  killed,  over  a  long 
period  of  years.  Between  these  limits  the  fancy  of  the 
imaginative  statistician  may  play  at  will.  Mr.  F.  L. 
Hoffman,  an  acknowledged  authority  in  this  field, 
estimated  the  number  of  non-fatal  accidents  in  the 
United  States  in  1908  at  2,000,000.*  Professor  R.  P. 
Falkner,  equally  qualified  to  speak  authoritatively  on  a 
statistical  question,  considers  an  estimate  of  even 
500,000  "overdrawn."*  What  neither  he,  nor  Mr. 
Hoffman,  nor  any  other  student  of  the  subject,  will 
deny  is  that  the  number  of  non-fatal  as  of  fatal  acci- 

1  During  the  ten  years  ending  June  30,  1909,  the  average  annual 
number  of  fatal  accidents  to  railroad  employees  was  3,307;  during 
the  three  years,  1904  to  1906,  the  average  number  of  coal  miners  killed 
was  2,052.  The  number  of  coal  miners  killed  in  1908  was  probably  a 
good  deal  larger  than  this  average,  since  1,250  were  killed  in  Pennsyl- 
vania alone,  in  that  year.  With  the  terrible  Cherry  Hill  disaster  to  its 
credit,  there  can  be  little  doubt  that  1909  established  a  new  high  record, 
though  the  exact  figures  are  not  yet  available. 

1  Bulletin  of  the  U.  8.  Bureau  of  Labor,  No.  78,  September,  1908. 

*  Proceedings  of  the  Ninth  Annual  Meeting  of  the  National  Civic 
Federation,  December  14  and  15,  1908,  p.  156. 
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dents  in  the  United  States  is  inexcusably,  criminally 
large,  and  that  fully  half  the  accidents  that  now  occur 
could  be  avoided. 

As  there  is  no  difference  of  opinion  in  regard  to  the 
possibility  of  reducing  the  number  of  industrial  acci- 
dents in  the  United  States,  so  there  is  little  as  to  the 
methods  which  should  be  adopted  to  this  end.      The 
principal  changes  in  our  present  policy  which  should 
be  made  are  three :   First,  the  law  should  require  that 
industrial  accidents  in  all  occupations  be    regularly 
reported  to  some  public  authority  which  shall  make  it 
its  business  to  study  the  causes  of  accidents,  and  to 
devise  means  of  preventing  them.     Second,  safety  and 
sanitary   regulations,    recommended    by    this    public 
authority,  should  be  drawn  up  and  rigidly  enforced 
by  means  of  regular  inspections.      Third,  some  plan 
of  accident  indemnity  should  be  devised  which  shall 
make  it  overwhelmingly  to  the  financial  advantage  of 
employers  to  reduce  to  the  narrowest  limits  the  number 
of  accidents  that  befall  their  employees. 

Reference  has  already  been  made  to  the  inadequacy 
of  our  information  in  regard  to  accidents.  Even  in 
New  York,  which  is  now  fairly  successful  in  securing 
reports  in  regard  to  factory  accidents,  no  accident 
reports  whatever  are  required  in  connection  with 
building  operations.  To  get  information  in  regard  to 
accidents  in  the  building  trades,  the  investigator  must 
have  recourse  to  the  records  of  the  private  accident 
insurance  companies.  Thus,  the  first  step  toward  wise 
regulation  —information  in  regard  to  accidents,  their 
causes,  etc.  —  has  yet  to  be  taken  in  the  leading  state 
in  the  union,  in  this  notoriously  dangerous  industry! 
And  New  York  is  not  behind  the  rest  of  the  country  in 
this  field,  On  the  whole,  she  is  well  in  the  van  of 
progress,  — but  a  progress  which  has  only  just  begun. 

As  regards  safety  and  sanitary  regulations  and  in- 
spection, the  United  States  is  equally  backward.     That 
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the  number  of  accidents  can  be  greatly  reduced  by  regu- 
lation and  inspection  has  been  proved  over  and  over 
again.  Thus,  as  regards  the  railroads,  significant  re- 
sults have  followed  the  requirement  by  federal  law  that 
automatic  couplers  be  used.  In  1893,  when  few  auto- 
matic couplers  were  in  use,  the  number  of  persons  killed 
while  coupling  and  uncoupling  cars  was  2.9,  and  the 
number  injured  was  76.9  for  every  1000  employed  in 
this  operation.  In  1908,  when  the  law  was  generally 
observed,  the  number  killed  was  only  one,  and  the 
number  injured  only  16.1  for  every  thousand.  In  other 
words,  the  number  of  fatalities  in  this  department  of 
railroad  service  was  reduced  to  one  third,  and  the 
number  of  accidents  to  one  fifth  what  it  had  previously 
been,  by  this  one  simple  remedy.  How  far  accident 
prevention  may  be  carried  by  intelligent  attention  to 
the  problem  is  proved  further  by  the  fact  that  in  1908 
there  was  not  a  single  passenger  killed  on  the  railroads 
of  Great  Britain,  and  that  one  well-known  railroad 
system  in  this  country  is  said  to  have  been  equally  free 
from  accidents  to  passengers  for  ten  successive  years. 

Accident  prevention  is  equally  possible  in  other 
occupations.  A  report  recently  published  by  the 
United  States  Geological  Survey  1  shows  how  European 
countries  have  reduced  the  number  of  accidents  in 
their  coal  mines  by  imposing  and  enforcing  regulations 
in  regard  to  the  size  of  the  charge  that  may  be  fired 
in  a  mine,  the  time  when  charges  may  be  set  off,  the 
kind  of  safety  lamps  that  must  be  used,  etc.  Engineers 
agree  that  coal  mining  is  naturally  safer  in  the  United 
States  than  in  Europe,  where  mines  are  deeper  and 
veins  are  narrower.  It  is  no  exaggeration  to  say  that 
we  could  reduce  the  number  of  fatal  and  non-fatal 
accidents  that  occur  in  coal  mining  to  one  third,  or 
even  one  fourth,  the  present  figures,  if  we  would  give 

1  Coal-Mine  Accidents:  Their  Causes  and  Prevention.  By 
Clarence  Hall  and  Walter  O.  Snelling,  1907. 
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the  attention  to  the  problem  that  it  receives,  for 
example,  in  Belgium.  And  we  must  do  this.  The 
present  wanton  sacrifice  of  lives  and  limbs  is  a  national 
disgrace ! 

The  final  method  of  checking  accidents  is  to  make 
them  costly  to  employers.  In  saying  this,  I  do  not 
wish  to  put  the  blame  for  the  present  situation  upon 
employers.  We  must  all  share  it.  It  is  a  result  of  our 
American  haste  and  our  tendency  not  to  count  the 
cost  so  long  as  the  end  aimed  at  is  attained.  But  there 
are  different  ways  of  attaining  ends.  We  have  too 
long  been  satisfied  with  a  system  of  accident  indemnity 
that  encouraged  employers  not  to  count  the  cost  of 
human  limbs  and  human  lives.  A  different  system, 
one  which  will  put  a  price  on  every  arm  and  leg  and 
life  that  may  be  sacrificed  on  the  altar  of  industry 
must  be  adopted. 

Compensation.  —  It  is  not  surprising  that  the  United 
States  compares  unfavorably  with  other  countries  in 
the  number  of  its  industrial  accidents.  Our  haste,  our 
recklessness,  our  eager  desire  to  equip  our  plants  with 
the  latest  and  largest  machinery  and  appliances,  all 
contribute  to  this  result.  It  is  matter  for  surprise, 
however,  that  we  go  on  dealing  as  we  do  with  the  vic- 
tims of  industrial  accidents.  Instead  of  treating  them 
generously,  or  even  justly,  we  continue  to  permit  com- 
pensation for  their  injuries  to  depend  on  the  operation 
of  a  law  of  negligence  which  has  been  discarded  as 
barbarous  and  out  of  date  by  the  rest  of  the  civilized 
world. 

Under  our  employers9  liability  laws,  an  injured 
workman  can  recover  damages  only  in  case  he  can 
convict  the  employer  of  fault.  An  employer  is  bound 
to  use  reasonable  care  for  the  safety  of  his  employees 
while  they  are  at  work.  This  is  held  to  include  pro- 
viding a  reasonably  safe  work  place  and  reasonably 
safe  tools  and  appliances,  exercising  reasonable  solici- 
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tude  in  the  hiring  of  fellow  servants,  and  drafting 
reasonable  rules  for  the  regulation  of  the  employment. 
It  rests,  of  course,  with  the  courts  to  determine  what 
is  "reasonable"  in  these  different  connections,  and  by 
their  decisions  a  number  of  defenses  have  been  accepted 
as  valid  which  seriously  weaken  the  employer's  re- 
sponsibility. In  the  first  place,  "  contributory  negli- 
gence" on  the  part  of  the  injured  workman  serves,  in 
the  absence  of  statutory  limitation,  as  a  complete  bar 
to  recovery.  Closely  related  to  it  is  the  "  assumption 
of  risk"  which  is  always  presumed  on  the  part  of  the 
workman  and  which,  in  New  York  State,  for  example, 
will  bar  recovery  even  when  injury  results  from  a  clear 
violation  by  the  employer  of  the  requirements  of  the 
labor  law,  provided  the  employee  knew  of  the  viola- 
tion and  nevertheless  continued  at  his  employment. 
Finally,  the  so-called  "fellow-servant"  rule  is  a  happy 
expedient  for  reducing  corporate  responsibility  for 
accidents  to  the  very  lowest  terms.  Under  it  the 
injured  workman  cannot  recover  from  the  common 
employer  if  the  injury  is  due  to  the  negligence  of  a 
fellow-workman  or  "  fellow-servant."  Recognition  that 
some  employees  are  vice-principals  of  the  corporate 
employer  even  under  the  common  law,  and  extension 
of  the  vice-principal  relation  by  statute  prevent  the 
" fellow-servant"  rule  from  entirely  relieving  corpora- 
tions from  responsibility  for  accidents  to  their  em- 
ployees, but  in  most  of  the  states  the  general  rule, 
even  when  so  amended,  goes  far  in  this  direction. 

Unless  it  can  be  proved  that  the  accident  is  due  to 
the  negligence  of  the  employer,  as  thus  legally  cir- 
cumscribed, the  whole  burden  of  loss  and  expense  which 
it  entails,  as  well  as  the  pain  and  suffering  which  it 
causes,  must  be  borne  by  the  injured  workman  and 
those  dependent  upon  him. 

There  are  many  persons,  lacking  neither  in  humanity 
nor  intelligence,  who  defend  this  law  as  essentially  fair 
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and  just.  The  principle  on  which  it  rests,  that  is, 
that  every  one  should  be  responsible  for  his  own  acts 
and  omissions,  and  only  for  his  own  acts  and  omissions, 
seems  to  them  reasonable,  even  necessary.  If  the 
employer  is  negligent,  the  workman  injured  in  conse- 
quence of  such  negligence  is  certainly  entitled  to  dam- 
ages. But  if  he  is  not  negligent,  why,  they  ask,  should 
the  employer  be  made  to  pay  compensation?  Why 
punish  a  person  for  what  is  not  his  fault? 

To  answer  these  questions  wisely  we  must  turn  from 
abstract  principles  to  a  consideration  of  the  social  con- 
sequences of  the  policy,  which,  by  implication,  they 
justify.  Our  employers'  liability  law  presumes,  as  the 
courts  never  tire  of  pointing  out,  that  reasonable  regard 
for  their  own  interest  will  lead  workmen  to  shun  hazard- 
ous employments  unless  the  wages  offered  are  suffi- 
ciently high  to  compensate  them  for  the  risks  they  run. 
The  law  also  presumes,  apparently,  that  workmen  are 
sufficiently  intelligent  and  forethoughtful  to  use  their 
higher  earnings  to  insure  themselves  against  the  acci- 
dents to  which  they  are  exposed. 

If  these  presumptions  were  borne  out  by  the  facts 
of  industrial  life,  founding  accident  compensation  on 
negligence  might  be  defended.  But  there  is  not  the 
slightest  evidence  to  support  them.  In  notoriously 
dangerous  employments,  such  as  those  of  the  deep-sea 
diver  or  the  sand  hog  engaged  in  tunnel  construction, 
wages  are  indeed  higher  than  in  safe  employments,  but 
by  no  means  as  much  higher  as  they  should  be  to  offset 
the  risks  of  such  occupations.  On  the  other  hand,  in 
employments  where  the  risk  is  less  notorious,  as,  for 
example,  that  of  trainmen  on  American  railroads, 
wages  are  not  appreciably  higher  than  they  are  in 
comparatively  safe  employments.  If  economists  ever 
gave  countenance  to  the  belief  that  competition  tends 
to  adjust  wages  to  the  degree  of  hazard  in  different 
occupations,  they  have  long  since  abandoned  the  theory. 
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Authority  after  authority  might  be  cited  to  prove  that 
this  legal  presumption  is  without  foundation  in  fact. 
Nor  is  it  difficult  to  understand  why  the  self-interest 
of  wage  earners  fails  to  deter  them  from  entering  dan- 
gerous employments.  The  average  workman,  what- 
ever his  employment,  is  an  optimist.  He  may  know 
that  a  certain  proportion  of  his  fellow-workmen  is 
likely  to  be  killed  every  year  and  a  larger  proportion 
injured,  but  he  personally  does  not  expect  to  be  either 
injured  or  killed.  Thus,  a  railroad  trainman  in  the 
United  States  may  learn  from  the  reports  of  the  Inter- 
state Commerce  Commission  that  in  a  normal  year 
about  one  in  ten  of  his  fellow-employees  will  be  injured 
and  one  in  one  hundred  and  twenty-five  killed.  But 
it  does  not  occur  to  him  to  expect  that  he  will  be  either 
injured  or  killed,  and  in  most  employments,  because 
of  the  lack  of  accident  data,  the  employee  has  no 
means  of  comparing  the  risks  that  he  incurs  with  the 
risks  encountered  in  other  industries.  For  these 
reasons,  wages  in  dangerous  trades  continue,  year 
after  year,  little  if  at  all  above  the  wages  paid  in 
comparatively  safe  employments. 

Moreover,  the  number  of  wage  earners  who  are 
sufficiently  forethoughtful  to  insure  themselves  against 
accident  is  so  small  as  to  be  negligible.  It  follows  that, 
even  when  wages  are  slightly  higher  because  of  the 
danger  of  the  occupation,  the  result  is  normally  merely 
a  somewhat  higher  scale  of  living  on  the  part  of  the 
wage-earner's  family,  no  adequate  provision  being 
made  against  accidents  when  they  arise. 

It  is  impossible  to  determine  accurately  what  pro- 
portion of  injured  wage  earners  do,  as  a  matter  of 
fact,  secure  indemnity  from  their  employers  under  the 
present  law.  According  to  the  reports  of  the  employers' 
liability  insurance  companies,  on  the  average  less  than 
one  eighth  of  the  accidents  that  are  reported  to  them 
result  in  the  payment  of  indemnities.     That  the  pro- 
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portion  must  be  very  small  is  proved  by  every  investi- 
gation into  the  causes  of  accidents.  Such  investiga- 
tions show  that  one  half  or  more  of  the  accidents  that 
occur  are  due  to  the  risks  of  the  industry,  i.e.  cannot 
be  fairly  attributed  to  the  negligence  either  of  the 
employer  or  the  employee;  they  just  happen.1  Of  the 
remaining  one  half  the  greater  number  are,  in  the  eyes 
of  the  law,  due  to  the  negligence  of  the  employee  or  of 
his  fellow  employees.  Considerably  less  than  one 
fourth  can  be  traced  to  the  negligence  of  the  employer 
in  a  sense  that  renders  him  legally  liable.  The  prac- 
tical result  of  saying  that  the  employer  shall  be  made 
to  pay  compensation  only  when  he  is  personally  at 
fault  is,  therefore,  to  render  a  large  proportion  of  the 
victims  of  industrial  accidents  dependents  on  public 
or  private  charity.  The  maintenance  of  these  unfor- 
tunates, for  which  employers  disclaim  responsibility, 
becomes  a  burden  on  society. 

It  is  in  the  light  of  these  facts  that  we  must  consider 
the  justice  and  adequacy  of  our  present  employers' 
liability  law.  Wages  are  not  appreciably  higher  in 
dangerous  than  in  safe  employments.  Even  in  em- 
ployments where  they  are  higher,  it  is  very  exceptional 
for  wage  earners  to  insure  themselves  against  acci- 
dents. Under  the  present  law  more,  probably  many 
more,  than  one  fourth  of  those  who  suffer  industrial 
accidents  have  to  bear  the  resulting  loss  in  earnings 
without  any  help  from  the  employer.  Industrial  acci- 
dents are  thus  one  of  the  most  common  causes  of 
poverty  and  dependency  in  our  American  communities. 

Negligence  is  clearly  too  narrow  a  basis  on  which  to 

1  An  oft-quoted  German  table  ascribes  42  per  cent,  of  the  accidents 
in  a  certain  year  to  the  hazard  of  the  industry.  An  equally  authorita- 
tive Austrian  table  puts  the  proportion  at  70  per  cent.  The  only  states 
in  this  country,  Wisconsin  and  Minnesota,  to  investigate  this  question 
show  similarly  wide  variations.  Thus  in  Minnesota,  in  1906-1907, 
54  per  cent,  were  due  to  the  industry;  in  1907-1906,  71  per  cent. 
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rest  society's  policy  with  reference  to  accidents.  Em- 
ployers object  to  being  made  liable  for  accidents  which 
are  not  due  to  their  negligence,  but  why,  it  may  be 
asked,  should  they  not  be  liable?  The  majority  of 
accidents,  whether  to  men  or  to  machinery,  to  train- 
men or  to  trains,  are  necessary  incidents  of  industry  as 
it  is  now  carried  on.  It  is  taken  as  a  matter  of  course 
that  those  who  embark  in  industry  for  their  own  profit 
should  bear  the  loss  connected  with  accidents  to  their 
plant  or  equipment.  Experience  shows  that  they 
are  quite  able  to  insure  themselves  against  these  risks, 
and  to  pass  on  the  cost  of  insurance  to  consumers  as 
one  of  the  normal  items  in  the  expense  of  production. 
Why  should  they  not  also  bear  the  loss  resulting  from 
personal  injuries  to  their  employees?  That  these 
injuries  do  not  result  from  their  negligence  is  beside  the 
question.  They  are  regular  and  necessary  conse- 
quences of  carrying  on  industry  as  they  carry  it  on, 
and  as  directors  of  industry  they  should  be  required  to 
meet  these  as  well  as  other  expenses  involved  in  pro- 
duction. No  one  is  under  any  compulsion  to  embark 
in  an  industry  against  his  will.  If  he  does  embark  in 
an  enterprise,  does  not  the  interest  of  society  require 
that  he  should  be  prepared  to  meet  all  of  the  expenses 
which  the  prosecution  of  the  industry  entails?  To  be 
sure,  he  pays  wages  to  his  employees,  but  these  are 
not  sufficient  to  compensate  them  for  the  risks  they 
run.  If  they  are  to  be  compensated,  it  must  be  through 
additional  payments  when  accidents  overtake  them. 
Requiring  the  employer  to  make  these  additional  pay- 
ments is  the  only  practical  way  of  adding  accident 
compensation  to  the  expenses  of  production  and  passing 
it  on  to  consumers  for  whose  benefit  all  industries  are 
carried  on. 

Our  employer's  liability  law  is  not  merely  inadequate ; 
it  has  serious,  positive  defects.  The  wastes  that  result 
from  its  operation  are  little  short  of  appalling.     So 
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irregular  and  uncertain  is  the  outcome  of  damage  suits 
under  it  that  the  great  majority  of  employers   feel 
compelled  to  insure  themselves  against  their  liability 
in  employer's  liability  insurance  companies.     Accord- 
ing to  the  reports  of  these  companies  submitted  to  the 
insurance  departments  of  the  various  states,  not  more, 
on  the  average,  than  45  per  cent,  of  the  premiums  which 
employers  pay  to  them  are  expended  in  the  satisfac- 
tion of  the  claims  of  injured  workmen.    Of  the  remain- 
ing 55  per  cent.,  nearly  one  half  is  expended  in   the 
payment  of  agents,  and  the  remainder  for  administra- 
tive expenses  of  various  kinds,  among  which  the  cost 
of  fighting  the  suits  of  wage  earners  takes  a  prominent 
place.     When  it  is  considered  that  wage  earners,   in 
order  to  secure  the  damages  to  which  they  are  entitled 
under  the  law,  must,  as  a  rule,  employ  attorneys  on 
their  side,  and  that  the  compensation  of  these  attor- 
neys averages  in  the  neighborhood  of  one  third  of  the 
damages  ultimately  obtained,  the  waste  resulting  from 
the  system  is  apparent.     It  is  no  exaggeration  to  say 
that  under  it  wage  earners,  as  a  rule,  secure  for  their 
own  benefit  not  more  than  30  per  cent,  of  what  em- 
ployers expend  in  the  premiums  they  pay  to  insurance 
companies. 

Of  course,  in  the  cases  in  which  employers  carry 
their  own  liability,  or,  by  agreement  with  their  em- 
ployees, substitute  regular  scales  of  compensation  for 
the  uncertain  payments  resulting  from  damage  suits, 
the  showing  is  much  more  favorable.  In  general,  it 
must  be  said,  however,  that  it  is  favorable  only  to  the 
extent  that  both  employers  and  employees  voluntarily 
substitute  some  other  basis  of  compensation  for  that 
prescribed  by  law.  Thus,  it  is  only  by  disregard  of 
the  present  law  that  anything  like  a  satisfactory  system 
of  accident  indemnity  has  been  developed. 

Almost,  if  not  quite,  as  serious  as  the  wastes  which 
result  from  our  system  is  the  demoralizing  influence 
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which  it  has  on  both  employers  and  employees.  To 
take  advantage  of  the  law,  an  injured  workman  is 
forced  to  put  himself  in  a  position  of  hostility  to  the 
employer.  On  his  side,  the  employer  is  compelled 
usually  to  protect  himself  by  recourse  to  an  insurance 
company.  It  is  so  important  that  he  make  no  sign 
that  would  imply  a  sense  of  responsibility  on  his  part 
for  the  occurrence  of  the  accident,  that  his  contract 
with  the  insurance  company  usually  prevents  him  from 
obeying  the  impulses  of  ordinary  humanity  by  doing 
what  he  can  for  his  injured  employee  during  the  weeks 
immediately  following  the  accident.  So  revolting  is 
the  resulting  situation  to  the  sense  of  fairness  of  some 
employers,  that  they  not  only  pay  premiums  to  insur- 
ance companies  to  protect  themselves  against  suits  for 
damages,  but  they  voluntarily  pay  compensation  to 
their  workmen  besides.  Under  these  circumstances, 
the  system  penalizes  the  fair-minded  employer  and 
puts  him  at  a  disadvantage  in  competition  with  the 
employer  who  does  only  what  the  law  requires. 

Antagonizing  employer  and  employee  is  only  one  of 
the  many  bad  moral  effects  of  the  system.  The 
opportunities  for  litigation  it  affords  have  given  rise 
to  the  pernicious  activity  of  the  ambulance-chasing 
lawyer,  on  the  one  side,  and  the  equally  objectionable 
practices  of  the  claim  agent  on  the  other.  Retainers 
and  releases  signed  under  duress,  protracted  litigation 
for  contingent  fees,  perjured  testimony  on  both  sides, 
a  straining  of  the  law  on  the  part  of  judges  to  keep 
accident  cases  from  notoriously  partial  juries,  variable 
and  extravagant  awards  by  these  juries,  — these  and 
other  evils  are  the  incidental  results  of  a  system  that 
shocks  the  moral  sense  of  the  community  and  fails 
signally  to  remedy  the  social  problem  with  which  it  is 
concerned. 

That  our  system  of  employers'  liability  is  unsatis- 
factory in  its  practical  operation,  nearly  all  those  who 
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have    anything  to  do   with  it  agree.     There   is   less 
unanimity   as  to  the  changes  that  should  be  made  in 
it.     Up  to  the  present  time,  the  whole  tendency   of 
American  legislation  in  this  field  has  been  to  broaden 
the  scope  of  the  employer's  liability  by  taking    away 
some  of  the  defenses  which  now  bar  recovery.      This 
was  the  purpose  of  the  Barnes  Act  of  1906  in  New  York 
state,  which  largely  abrogates  the  fellow-servant  prin- 
ciple in  the  case  of  railroad  employees.     The  federal 
employers'  liability  law  of  1908,  applying  to  intestate 
railroads,  goes  even  farther  in  this  direction.     It  not 
only  abrogates  entirely   the  fellow-servant  doctrine, 
but  also  modifies  the  "assumption  of  risk"  principle 
and  makes  "  contributory  negligence1'  a  ground  merely 
for  reducing  damages,  not  for  denying  them  altogether. 
The  trouble  with  this  tendency  is  that,  carried  to  its 
extreme  conclusion,  it  would  still  leave  the  majority 
of  industrial  accidents  unprovided  for.     Moreover,  it 
discourages  but  little  a  resort  to  litigation,  and  fails 
to  do  away  with  the  incidental  evils  which  result  from 
the  present  law.1 

1  The  firet  comprehensive  legislation  in  the  direction  of  the  reforms 
urged  above  was  enacted  by  the  State  of  New  York  in  1910.  In  that 
state  two  measures  were  passed,  —  one  compulsory  upon  employers  in 
certain  hazardous  industries,  the  other  elective  for  all  employers.  The 
former  has  been  declared  unconstitutional  by  the  Court  of  Appeals,  but 
a  constitutional  amendment  soon  to  be  voted  upon  will  probably  permit 
the  law  to  be  repassed  and  upheld.  In  1911  "ten  states  (California, 
Illinois,  Kansas,  New  Hampshire,  New  Jersey,  Massachusetts,  Nevada, 
Ohio,  Washington  and  Wisconsin)  have  passed  accident  compensation 
or  insurance  laws.  Adding  to  these  the  laws  previously  passed  by  New 
York,  Maryland  and  Montana  we  have  thirteen  states  that  have  sig- 
nified their  resolution  to  discard  the  discredited  employers'  liability 
law  and  substitute  some  better  system.  Of  these  new  laws,  the  com- 
pulsory compensation  law  of  New  York  has  been  declared  unconstitu- 
tional. Its  elective  compensation  law  has  not  been  attacked,  however, 
so  it  still  belongB  among  the  states  that  have  broken  away  from  the  old 
system.  An  analysis  of  the  thirteen  laws  that  are  now  in  operation  or 
about  to  go  into  operation  is  instructive.    All  but  three  of  them,  the 
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compulsory  insurance  lawB  of  Maryland,  Montana  and  Washington, 
applying  in  the  first  two  states  only  to  coal  mining  and  in  the  third  to 
extra-hazardous  industries,  are  elective.  In  Wisconsin  and  probably 
in  California,  where  the  wording  of  the  law  is  ambiguous,  compensation 
is  compulsory  as  regards  employees  of  the  state  and  municipalities.  All 
of  the  elective  laws,  however,  except  those  of  New  York  and  Nevada, 
put  special  pressure  on  employers  to  induce  them  to  accept  the  new 
system  by  penalizing  them  for  failure  to  do  so  by  abrogating  or  modi- 
fying their  common  law  defenses  in  industrial  accident  cases.  The 
decided  trend  of  legislation  has  been,  therefore,  toward  evading  the 
constitutional  obstacle  which  the  New  York  Court  of  Appeals  opposed 
to  compulsory  compensation  legislation,  rather  than  toward  removing 
it  either  by  constitutional  amendment  or  by  getting  a  different  ruling 
from  other  courts  of  equal  authority.  This  course  has  had  the  advan- 
tage of  leading  to  immediate  results,  but  in  New  York  we  have  felt  that 
it  would  be  better  in  the  end  to  remove  the  constitutional  obstacle  for 
all  time  through  an  amendment.  There  is  the  more  reason  for  this 
view  because  already  in  the  state  nearest  to  us,  New  Jersey,  the  abroga- 
tion of  the  fellow-servant  and  assumption  of  risk  defenses  has  as  yet 
proved  insufficient  to  induce  one  of  the  largest  employing  corporations 
in  the  state,  the  Standard  Oil  Company,  to  accept  the  compensation 
system.  Other  large  employers  may  take  the  same  position,  and  it  is 
certain  that  the  rates  of  compensation  must  not  only  begin  but  remain 
low  to  induce  any  considerable  number,  voluntarily,  to  substitute 
liability  to  compensate  all  injured  employees,  for  the  restricted  liability 
of  a  negligence  law.  One  of  the  few  disappointing  aspects  of  the 
legislative  activity  of  the  year  has  been  the  failure  of  even  a  single  state 
to  follow  New  York  in  attempting  to  make  the  compensation  system 
compulsory.  The  decision  of  the  New  York  Court  of  Appeals  has  called 
forth  protests  and  criticism  from  able  constitutional  lawyers  all  over 
the  country  and  in  the  interest  of  progressive  labor  legislation  it  would, 
it  seems  to  me,  be  a  grave  mistake  to  accept  its  rigid,  illiberal  interpre- 
tation of  the  "due  process"  clause  as  final. 

Most  of  the  states  that  have  legislated  thus  far  have  chosen  some 
system  of  compensation  modelled  after  that  of  the  United  Kingdom  as 
best  suited  to  American  conditions.  Five  states,  however,  Maryland, 
Montana,  Washington,  Ohio  and  Massachusetts,  have  preferred  sys- 
tems of  state  insurance.  Maryland,  Montana  and  Washington  have 
gone  so  far  as  to  make  such  insurance  compulsory  for  certain  designated 
industries,  so  we  may  soon  expect  rulings  from  the  courts  as  to  the 
constitutionality  of  this  method  of  solving  the  problem.  Since  this 
address  was  delivered  the  Supreme  Court  of  Washington  has  unani- 
mously upheld  the  Compulsory  Accident  Insurance  Law  of  that  state 
in  the  case  of  State  of  Washington  v.  Clausen,  decided  September  27, 
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1911.  The  Wisconsin  law  is  upheld  in  the  case  of  Borgnis  et  al.y  f. 
The  Falk  Company,  November  14,  1911.  That  the  plan  adopted  by 
Massachusetts  under  which  the  choice  of  the  insurance  system  is  vol- 
untary, but  made  attractive  to  the  employer  by  the  abrogation  of  the 
common  law  defenses  of  those  who  do  not  accept  it,  is  constitutional  in 
that  state  was  declared  by  the  Supreme  Court  in  answer  to  a  legislative 
inquiry  before  the  law  was  passed. 

Almost  as  remarkable  as  this  legislative  accomplishment  has-  been 
the  appointment  of  commissions  to  study  the  problem  in  states  that 
have  not  yet  acted.  In  addition  to  the  federal  commission  there  are 
at  present  nearly  a  dosen  commissions  or  committees  studying  it  for 
different  state  legislatures. 

The  results  in  this  department  to  the  credit  of  1911  are  thus 
memorable  from  many  points  of  view.  Three  different  systems  of 
providing  for  the  victims  of  industrial  accidents  have  been  put  on  trial: 
elective  compensation,  elective  state  insurance  and  compulsory  state 
insurance.  Notwithstanding  this  variety  of  methods  the  scales  of 
compensation,  and  therefore  presumably  the  burdens  imposed  on  em- 
ployers, are  substantially  the  same  in  the  different  states  that  have 
legislated.  Finally,  the  strong  probability  of  further  federal  and  state 
legislation  in  1912  is  attested  by  the  appointment  of  numerous  commis- 
sions of  inquiry.  A  few  more  years  of  such  progress  will  bring  us  abreast 
of  the  best  legislation  of  Europe  in  this  field."  —  By  Prof.  H.  R.  Seager. 
From  the  presidential  address,  December,  1911,  at  the  annual  meeting 
of  the  American  Association  for  Labor 


CHAPTER  XXIX 

GOVERNMENT  INSURANCE1 

A  complete  survey  of  this  field  would  involve  treating  it 
from  a  number  of  different  points  of  view.  Thus  we  might 
distinguish  between  the  different  kinds  of  government  insur- 
ance: 

(a)  According  to  the  risks  for  which  indemnity  is  given, 
and  distinguish  fire  insurance,  life  insurance,  hail  insurance, 
accident  insurance,  etc.  This  would  be  a  mere  duplication 
of  the  classification  adopted  for  the  earlier  part  of  this 
course; 

(6)  According  to  the  objects  for  which  indemnity  is 
given.  We  should  thus  distinguish  house  insurance,  furni- 
ture insurance,  live-stock  insurance,  etc.; 

(c)  According  to  the  exclusiveness  of  the  government 
business,  in  which  case  we  should  treat  of  insurance  under 
government  monopoly  and  of  competitive  insurance; 

(d)  According  to  the  compulsion  brought  to  bear  upon 
the  persons  insured,  in  which  case  we  should  distinguish 
between  voluntary  and  compulsory  insurance; 

(e)  According  to  the  incidence  of  the  burden  of  insur- 
ance. In  this  case  we  should  distinguish  between  insurance 
which  is  borne  entirely  by  the  persons  insured,  insurance 
which  is  borne  by  other  classes  of  the  population,  and 
insurance  which  is  supported  by  the  state  from  the  pro- 
ceeds of  general  taxation.  Or  we  might  also  have  any 
combination  of  these  cases,  such  as  insurance  borne  partly 

1  By  Henry  W.  Farnam.  Reprinted  with  additions  from  pages 
283-303  of  the  "Yale  Insurance  Lectures,  Fire  and  Miscellaneous," 
1904. 
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by  the  insured,  partly  by  the  members  of  another  class, 
and  partly  by  the  state. 

Such  a  complete  treatment  would  not  only  carry  us  far 
beyond  the  limits  of  time  devoted  to  this  subject,  but  it 
would  also  fail  to  emphasize  what  seems  to  be  the  typical 
feature  of  government  insurance.  And,  while  a  complete 
historical  treatment  would  involve  considering  all  of  these 
different  kinds  of  government  insurance,  it  seems  wiser 
to  concentrate  the  attention  on  certain  elements  and  to 
refer  only  by  way  of  introduction  to  the  others. 

Insurance  has  been  stated  by  one  of  the  lecturers  to  be 
in  the  nature  of  a  tax.    It  is  a  payment  made,  not  under 
legal  compulsion,  but  under  pressure,  in  order  to  guard 
against  the  consequences  of  a  contingent  evil.    The  con- 
verse is  also  within  limits  true.    Many  taxes  are  a  kind  of 
insurance.    We  pay  money  to  support  the  police,   the 
courts,  the  fire  department,  the  army  and  navy,  not  be- 
cause we  expect  to  obtain  a  positive  good  from  the  expendi- 
ture of  the  money,  but  because  we  wish  to  be  protected 
against  a  possible  evil,  such  as  the  invasion  of  our  property 
rights,  the  burning  down  of  our  homes,  the  attack  of  a 
foreign  enemy. 

The  difference  between  the  two  lies  not  so  much  in  the 
purpose  as  in  the  method  of  determining  the  amount  of 
individual  contributions.  In  insurance,  the  premium  is 
based  upon  a  mathematical  calculation  of  the  risk.  The 
wooden  house  pays  more  than  the  brick  house.  In  the  case 
of  taxes  the  payment  is  based  upon  some  entirely  different 
consideration,  usually  some  criterion  which  is  supposed  to 
indicate  the  ability  of  the  taxpayer,  rather  than  his  lia- 
bility to  call  upon  the  government  for  some  service.  The 
strong  man  pays  as  much  for  police  protection  as  the  weak 
man,  if  his  property  is  assessed  at  the  same  value.  The 
rich,  .strong  man  may  pay  very  many  times  more  than  the 
poor,  weak  man,  even  though  he  may  be  much  less  liable 
to  call  for  the  help,  either  of  the  police  or  of  the  fire  depart- 
ment. 
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Inasmuch  as  many,  though  by  no  means  all,  of  the  func- 
tions of  the  government  have  so  much  analogy  with  the 
operations  of  insurance,  it  would  seem  to  be  a  very  natural 
thing  that  the  government  should  go  into  the  business, 
provided  any  advantage  could  be  obtained.  Among  many 
that  might  be  named  there  are  two  advantages  in  particular 
that  deserve  especial  consideration : 

(1)  It  may  be  that  the  government  can  command  more 
skilful  actuaries  or  a  larger  capital  than  private  companies, 
so  that  it  is  in  a  position  to  carry  on  the  business  as  a 
business  with  greater  efficiency.  This  hypothesis  would 
hardly  apply  to  our  country,  and  yet  it  is  conceivably  true 
in  countries  in  which  the  civil  service  is  of  a  higher  grade 
and  the  average  business  man  of  a  lower  grade  than  in  the 
United  States. 

(2)  Another  advantage  to  be  gained  from  government 
insurance  may  lie  in  the  fact  that  the  government  can  make 
use  of  its  taxing  and  of  its  governing  power  to  carry  it 
through.  In  other  words,  it  need  not  conduct  its  business 
on  actuarial  principles  exclusively.  It  can  give  certain 
classes  benefits  out  of  proportion  to  the  premiums  which 
they  pay.  In  other  words,  it  can  combine  the  quasi  tax 
of  the  insurance  company  with  the  real  tax  imposed  by  a 
sovereignty.  If  it  decides  to  do  this,  it  is  not  guided  by 
merely  commercial  considerations.  It  hopes  to  influence 
the  distribution  of  wealth.  Moreover,  it  has  one  advan- 
tage which  the  insurance  company  does  not  enjoy  —  it  can 
make  its  insurance  compulsory.  Thus  not  only  may  a  real 
tax  be  used  to  pay  for  the  support  of  insurance,  but  the 
premiums  based  upon  actuarial  principles  may  themselves 
become  a  tax  collected  by  the  authority  of  the  state,  and 
foresight  may  become  compulsory. 

What  we  have  to  consider  in  these  lectures  is,  therefore, 
the  effect  on  insurance,  of  whatever  kind  it  may  be,  of 
this  kind  of  government  action.  Conceivably  this  action 
might  be  applied  to  any  of  the  risks  of  life,  fire,  accident, 
superannuation,  even  unemployment.    Practically  it  has 
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been  applied  most  extensively  to  the  risks  to  which  certain 
classes  are  especially  exposed,  and  is  known  as  working- 
men's  insurance. 

To  give  even  a  brief  history  of  governmental  insurance 
schemes  would  carry  us  far  beyond  the  limits  of  these  lec- 
tures. What  I  shall  attempt  will  be,  first  to  sketch  the 
history  of  earlier  types  of  government  insurance,  then  to 
describe  in  more  detail  and  analyze  critically  the  peculiar 
combination  of  tax  and  premium  which  I  have  just  de- 
scribed. I  shall  not  base  my  deductions  upon  any  a  priori 
grounds,  but  I  shall  endeavor  to  interpret  as  well  as  possible 
the  most  exact  data  which  we  have.  These  necessarily 
cover  but  a  limited  field,  and  a  comparatively  short  time. 
I  do  not  claim  that  we  can  expect  any  final,  incontrover- 
tible results,  but  I  do  believe  that  we  have  enough  data 
to  indicate  some  tendencies  pretty  strongly,  and  thus  to 
pave  the  way  for  future  and  more  conclusive  investiga- 
tions. 

The  prevalence  of  government  insurance  depends  natu- 
rally upon  the  general  policy  of  states.  Those  common- 
wealths which  in  modern  times  have  tended  to  elaborate 
governmental  functions  in  general  are  those  in  which  we 
find  the  greatest  prevalence  of  government  insurance. 
Those,  on  the  other  hand,  in  which  private  enterprise  has 
been  given  free  scope  are  those  in  which  government  insur- 
ance is  either  entirely  absent  or  reduced  to  a  minimum. 
In  the  former  class  we  find  two  distinct  and  in  some  respects 
antithetical  types  of  government.  On  the  one  hand  we 
find  the  paternal  state,  of  which  the  ideal  is  a  benevolent 
despotism  —  on  the  other  we  find  the  modern  socialistic 
or  semi-socialistic  democracy.  This  is  one  of  those  numer- 
ous cases  in  which  the  extremes  meet. 

In  tracing  the  history  of  government  insurance  it  is  no 
surprise  to  find  that  (barring  such  hybrid  forms  as  were 
connected  with  the  guild  system,  and  which  seem  to  carry 
the  origin  of  insurance  back  to  the  thirteenth  century  and 
to  distant  Iceland)  modern  government  insurance  may  be 
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dated  from  the  seventeenth  century,  and  had  its  birth- 
place in  lower  Germany  and  in  Denmark.  Thus  there 
was  at  this  time  a  governmental  insurance  agency  against 
fire  in  Schleswig-Holstein,  and  another  managed  by  the 
city  of  Copenhagen.  In  the  eighteenth  century  similar 
insurance  institutions  arose  in  Brandenburg  on  the  initia- 
tive of  the  Prussian  government.  Thus,  in  1701  and  1705 
several  such  village  insurance  agencies  were  established. 
In  1706  one  was  created  in  Berlin,  and  towards  the  middle 
of  the  eighteenth  century  others  were  established  for  vari- 
ous Prussian  provinces  and  other  German  territories. 

These  agencies  existed  exclusively  for  insuring  houses 
against  fire  and  were  generally  compulsory.  The  object  of 
introducing  them  was  to  prevent  the  impoverishment  of 
whole  villages  by  fire,  and  to  help  rural  credit.  The  con- 
tributions were  generally  made  on  the  principle  of  assess- 
ment, and  it  was  not  often  that  the  risks  were  classified. 
From  this  beginning,  public  fire  insurance,  often  compul- 
sory, has  become  a  common  feature  of  the  administration, 
especially  in  the  states  of  Teutonic  origin  in  central  Europe. 
Thus,  in  1906  there  were  53  public  fire  insurance  offices  in 
the  German  Empire  with  insurance  outstanding  of  63,480,- 
156  marks.1    Similar  offices  are  also  found  in  Austria. 

While  in  most  of  these  cases  the  state  agencies  do  not 
enjoy  any  monopoly,  and  compete  with  private  insurance 
companies,  it  is  a  very  common  thing  to  make  insurance, 
especially  of  houses,  compulsory.  This  is  particularly  the 
case  in  the  southern  German  states,  Bavaria,  Wurtemburg, 
Baden,  also  in  Saxony  and  in  parts  of  Prussia,  particularly 
in  the  cities  of  Berlin,  Stetin,  Breslau,  etc. 

In  Switzerland,  while  the  federal  government  has  the 
general  supervision  of  private  insurance  companies,  it  has 
been  left  to  the  cantons  to  establish  governmental  insurance 
agencies.  In  1898  there  were  seventeen  cantons  in  Switz- 
erland out  of  twenty-five  which  had  cantonal  insurance 
agencies  for  buildings,  and  two  which  extended  the  insur- 

i  "Statistisches  Jahrbuch  fQr  das  Deutsche  Reich,"  1908,  p.  325. 
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ance  to  furniture.  In  most  of  these  the  institution  is  an 
old  one.  Fourteen  out  of  the  seventeen  were  established 
before  1820.  The  total  amount  insured  under  both  heads 
was  over  5,967,000,000  fr.  or  about  $1,193,000,000.  In 
many  of  these  cases  insurance  is  obligatory.1 

While  government  insurance  seems  to  have  begun  with 
fire  risks,  it  has  recently  been  extended  to  live  stock,  with 
the  special  object  of  securing  peasants  against  loss  through 
epizootics.    The  particular  reason  for  turning  over   this 
kind  of  insurance  to  the  government  lies  in  the  difficulty,  of 
estimating  the  risks,  and  of  identifying  the  animals,  which 
die,  as  well  as  in  the  unequal  distribution  of  risks  since 
an  epizootic  by  its  very  nature  tends  to  bunch  the  losses. 
There  is  also  another  advantage  in  making  the  government 
responsible  for  the  losses.    It  is  the  only  agency  capable 
of  enforcing  on  a  large  scale  the  sanitary  regulations  which 
are  necessary  to  minimize  those  losses.    Thus  in  Germany 
the  matter  was  regulated  by  an  imperial  law  of  June  23, 
1880,  amended  May  1,  1894,  which  was  directed  against 
the  spread  of  disease  among  animals.    This  law  left  it  to 
the  individual  states  to  provide  indemnities  for  those  whose 
animals  were  killed,  and  also  to  determine  how  the  indem- 
nity should  be  raised,  and  in  most  of  them,  as  in  Prussia 
under  the  law  of  March  12, 1881,  there  is  a  yearly  tax  upon 
the  owners  of  live  stock  which  amounts  to  a  kind  of  mutual 
insurance  against  epizootics. 

Insurance  against  injury  by  hail  is,  like  the  insurance  of 
cattle,  important  for  the  farmer,  and  similar  reasons  exist 
for  putting  it  under  the  control  of  the  state.  This  has, 
however,  not  been  done  to  any  considerable  extent,  except- 
ing in  Bavaria,  where  a  state  hail  insurance  department  was 
organized  in  1884,  endowed  with  a  guarantee  fund  of 
1,000,000  marks  (about  $250,000),  and  an  annual  subsidy 
of  40,000  marks  ($10,000).  This  department  enjoys,  how- 
ever, no  monopoly;  it  simply  competes  with  private  com- 
panies.   Nor  is  insurance  compulsory. 

i  "Statistischee  Jahrbuch  der  Schweiz,"  1900,  p.  169. 
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Government  insurance  against  old  age  has  been  tried  on 
a  moderate  scale  in  England  as  well  as  in  France.  As  far 
back  as  1771  a  bill  was  introduced  into  the  British  Parlia- 
ment  to  provide  for  old  age  insurance,  but  it  was  not  car- 
ried, and  no  positive  action  was  taken  until  1833.  The 
act  passed  in  that  year  permitted  the  purchase  of  annuities, 
either  deferred  or  immediate,  of  not  less  than  £4  or  more 
than  £20  value.  This  was  intended  to  provide  for  a  kind 
of  old  age  pension.  It  was  at  the  time  opposed,  not  only 
by  the  private  insurance  companies,  but  also  by  the  friendly 
societies,  and  it  was  not  until  1864  and  1882  that  further 
acts  were  passed,  making  the  system  efficient.  Under  the 
present  system  immediate  or  deferred  annuities  for  not  less 
than  £1  nor  more  than  £100  can  be  purchased  through  a 
postal  savings  bank  on  the  life  of  any  person  over  five 
years  of  age.  Persons  between  fourteen  and  sixty-five 
cannot  be  insured  for  less  than  £5.  The  cost  varies  with 
the  age.  Thus  a  man  of  twenty-four  can,  by  paying 
annually  4s.  4d.,  purchase  an  annuity  of  £1  to  commence 
when  he  has  reached  his  fifty-fourth  year,  or  he  can  obtain 
the  same  sum  by  the  immediate  payment  of  £3.  19s.  lOd. 
This  system  has  had  comparatively  meager  results.1 

In  France  the  bank  for  old  age  pensions  was  established 
in  1850.  Its  benefits  were  similar  to  those  offered  in  Eng- 
land. By  paying  5  fr.,  or  a  multiple  of  this  sum,  one  could 
obtain  after  a  certain  time  a  regular  pension  not  exceeding 
600  fr.  Two  forms  of  insurance  were  provided  —  one  with 
alienated  capital,  the  other  with  reserved  capital.  In  the 
latter  case  the  pension  was  lower,  but,  on  the  other  hand, 
if  the  beneficiary  died  either  before  or  after  the  beginning 
of  the  pension,  all  sums  paid  by  him,  less  the  interest  upon 
them,  were  returned  to  his  heirs.  Some  of  the  details  have 
been  changed  by  subsequent  laws.  The  law  of  1886  fixed 
1200  fr.  as  the  maximum  pension,  and  provided  that  the 
annual  payments  should  not  exceed  100  fr.,  excepting  in 
the  case  of  benefit  societies.  A  law  passed  in  1893  pro- 
vided that  the  maximum  deposited  in  one  year  should 

1  The  British  system  of  old-age  pensions  has  been  greatly  extended 
since  1908.  W.  H.  P. 
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be  500  fr.  The  results  of  this  system  have  been  somewhat 
disappointing.  Very  few  workingmen  are  directly  insured 
in  this  establishment.  The  bulk  of  the  insurance  is  taken 
collectively  by  societies  and  employers  for  the  benefit  of 
others.  The  sum  paid  annually  by  individuals  has  shown 
but  a  slight  increase  from  year  to  year  and  has  often  fallen 
off.  Thus  for  the  year  1889  it  was  9,500,000  fr.;  in  the 
year  1905  it  was  8,704,062  fr.,  while  collective  deposits  in 
1905  were  over  43,000,000  fr. 

Of  the  new  individual  depositors  in  1905  numbering  in 
all  8285,  2949  were  minors  without  profession,  1288  were 
persons  who  belonged  to  the  liberal  professions  or  other 
members  of  the  middle  class.  The  workingmen  proper, 
including  domestics,  numbered  only  about  1395.1 

Since  1868  two  other  forms  of  government  insurance 
have  been  introduced  in  France  —  one  for  accidents,  the 
other  for  death,  but  comparatively  little  use  has  been 
made  of  either.  The  total  receipts  of  the  insurance  agency 
against  accidents  in  1905  amounted  to  only  2868  fr.,  paid 
by  474  persons.3  The  use  of  the  life  insurance  bureau  has 
likewise  been  small.  From  1868  to  December  31,  1905, 
only  3565  persons  had  been  individually  insured,  524,257, 
collectively. 

Governmental  life  insurance  has  been  developed  in  recent 
times  in  New  Zealand.  Facilities  for  life  insurance  being 
poor  in  the  early  days  of  the  colony,  it  was  proposed  by 
Sir  Julius  Vogel  that  the  want  should  be  supplied  by  the 
state,  and  a  law  was  accordingly  passed  which  created  a 
life  insurance  department  in  1870.  It  began  on  a  small 
scale  with  but  463  clients.  At  the  end  of  1906  it  had 
45,981  policies  outstanding,  and  did  over  one-third  of  the 
life  insurance  business  of  the  colony.  Of  the  total  insur- 
ance of  $29,036,047,  the  state  insurance  department  had 
placed  $10,667,591 .8    It  is  said  that  the  New  Zealand  people 

1  "Annuaire  Statistique  de  la  France/1  1906,  p.  331. 

*  Ibid.,  342. 

•"New  Zealand  Official  Year-Book,"  1908,  p.  633. 
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carry  more  life  insurance  per  capita  than  those  of  any  other 
country,  the  average  amount  for  every  European  inhabi- 
tant of  the  colony  at  the  end  of  1906  being  £31,  19s.  Id., 
or  about  $160.  Accident  insurance  by  the  state  was  intro- 
duced by  an  act  passed  in  1899,  state  fire  insurance  by 
an  act  passed  in  1903. x  In  all  of  these  cases  the  government 
insurance  is  neither  a  monopoly  nor  obligatory,  but  simply 
enters  the  field  in  competition  with  private  corporations 
in  order  to  supply  a  want,  and  it  is  stated  that  state  fire 
insurance,  which  did  not  go  into  operation  until  1905, 
has  reduced  the  rates  by  10  to  33j  per  cent.2 

Except  for  the  annuity  system  mentioned  above,  Eng- 
land and  the  United  States  have  not  formally  entered  the 
field  proper  of  governmental  insurance.  Yet,  in  our 
marine  hospital  service  we  have  something  closely  allied 
to  government  insurance  under  another  name.  Under  an 
act  of  Congress  passed  in  1798,  sailors  who  fall  sick  or  are 
injured  on  vessels  sailing  under  the  United  States  flag  are 
entitled  to  be  cared  for  at  government  expense,  and  down 
to  1884  were  required  to  submit  to  a  certain  deduction 
from  their  wages,  which  corresponded  roughly  to  an  in- 
surance premium.8 

This  sketch  of  government  insurance  is  obviously  made 
up  of  fragments.  Different  conditions  have  led  in  some 
countries  to  the  use  of  one  kind,  in  some  countries  to  the 
use  of  another.  In  some  few  cases  insurance  has  been  com- 
pulsory, in  most  cases  it  has  been  voluntary.  Nor  has 
government  insurance  in  any  of  the  instances  cited  been 
carried  out  on  a  sufficiently  large  scale  to  furnish  us  with 
valuable  experiences.  Within  the  past  twenty-five  years 
an  entirely  new  set  of  government  insurance  agencies  has 
entered  the  field.    Beginning  with  Germany,  a  number  of 

1 "  New  Zealand  Official  Year-Book,  1908,  p.  681. 

'  Ibid.,  p.  682. 

8  A  full  history  of  the  marine  hospital  service  will  be  found  in  an 
unpublished  mongraph,  written  in  1907  for  the  Carnegie  Institution  of 
Washington  by  Dr.  Alba  M.  Edwards. 
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governments  have  boldly  taken  up  the  subject  of  working- 
men's  insurance.    They  have  given  it  a  compulsory  char- 
acter.    They  have  aided  it  by  subventions  from     the 
treasury,  and,  while  they  have  not  in  most  cases  retained 
an  absolute  monopoly  of  the  business  for  themselves,  they 
have  actually  taken  charge  of  the  greater  part  of  it.    More- 
over, as  this  whole  mass  of  legislation  has  come  into  exist- 
ence in  an  age  which  hungers  and  thirsts  for  statistics, 
unusually  complete  records  have  been  preserved  and  pub- 
lished.   We,  therefore,  have  an  experience  which  enables 
us  to  test  the  essential  features  of  government  insurance, 
and,  while  the  experience  is  not  long  enough  to  justify  us 
in  reaching  confident  generalizations,  it  does  supply  us 
with  much  instructive  material. 

The  beginning  of  modern  workingmen's  insurance  is  to 
be  found  in  Germany.  This  is  no  mere  accident.  We  have 
seen  how  at  an  early  day  fire  insurance  was  introduced  by 
the  public  authorities,  and  was  made  compulsory  in  that 
country,  and  for  several  centuries  the  German  states  have 
been  preeminently  the  states  of  a  paternally  active  admin- 
istration. There  were  some  special  reasons,  however, 
which  brought  about  the  introduction  of  compulsory 
workingmen's  insurance  in  the  ninth  decade  of  the  nine- 
teenth century. 

(1)  Germany  has  been  the  nursery  of  modern  scientific 
socialism.  For  many  years  after  the  death  of  Lassalle 
and  the  exile  of  Marx,  socialism  partook  largely  of  a  theo- 
retical and  revolutionary  character.  The  formation  of  the 
German  Empire  in  1871,  which  brought  with  it  universal 
suffrage,  also  brought  the  first  socialist  member  of  parlia- 
ment, but  he  sat  alone  in  the  parliament  of  1871.  In  1874 
the  number  had  increased  to  nine,  while  in  1877  there  were 
twelve,  representing  a  constituency  of  493,000.  'In  1878 
two  attacks  were  made  upon  the  life  of  the  emperor.  He 
escaped  without  injury  from  the  first;  in  the  second  he 
was  seriously  wounded,  though  he  ultimately  recovered 
and  lived  for  ten  years  longer.    There  was  no  proof  that 
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either  of  {be  would-be  regicides  bad  any  connection  with 
the  socialist  party.  Indeed,  the  second  one  had  lately 
been  acting  as  colporteur  for  the  Christian  Socialist  Party, 
whose  chief  article  of  faith  was  its  loyalty  to  the  church 
and  to  the  monarchy.  But  Prince  Bismarck  thought  the 
occasion  a  good  one  to  strike  a  blow  at  the  Social  Demo- 
cratic Party,  and,  after  the  dissolution  of  the  parliament 
and  a  new  election,  succeeded  in  carrying  through  in  1878 
a  law  which  gave  to  the  police  the  power  to  suppress  news- 
papers, confiscate  books,  and  close  associations  and  meet- 
ings aiming  at  the  subversion  of  the  state.  In  the  twelve 
years  of  the  existence  of  this  law  2716  prohibitions  were 
issued.  Its  first  effect  was  to  break  up  temporarily  the 
regular  organization  of  the  party,  and  only  nine  socialists 
were  returned  to  parliament  in  1878.  But  in  the  next 
election  their  number  rebounded  to  twelve,  and  in  the 
election  of  1884  it  had  grown  to  twenty-four.  It  was 
clear  that  mere  suppression  was  not  effectual  against 
this  party.  Prince  Bismarck  decided,  therefore,  boldly  to 
take  the  wind  out  of  its  sails  by  introducing  a  series  of 
measures,  calculated  to  do  as  much  for  the  working  classes 
as  the  socialists  themselves  could  have  promised.  There 
was,  therefore,  a  strong  political  motive  for  introducing 
these  measures  at  that  time. 

(2)  This  movement  was  aided  by  the  newer  tendencies 
of  economic  thought  in  Germany.  With  the  formation  of 
the  Empire  came  a  greater  aversion  to  following  in  the  foot- 
steps of  English  economists,  while  the  introduction  of  the 
historical  method  of  research,  not  only  in  law,  but  also  in 
economics,  gave  scholars  a  new  appreciation  of  the  effi- 
ciency of  the  government  in  the  economic  development  of 
Germany.  This  movement  of  thought  is  illustrated  by 
two  votes  passed  by  the  Verein  fQr  Sozial  Politik,  which 
had  been  formed  in  1872  in  order  to  discuss  questions 
of  practical  economics,  and  in  which  most  of  the  profes- 
sional economists  of  Germany  were  enrolled.  In  1875  the 
question  of  compulsory  insurance  for  invalidity  and  old 
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age  was  discussed,  and  the  vote  stood  28  to  11  against 
compulsion.  In  1882  a  similar  question  was  again  brought 
up,  and  the  vote  was  in  favor  of  compulsion  for  accident 
and  sick  insurance,  though  against  the  immediate  intro- 
duction of  insurance  for  invalidity  as  well  as  for  widows 
and  orphans.  The  more  advanced  thinkers  among  the 
German  economists  were  moving  steadily  towards  the 
idea  of  compulsory  insurance. 

(3)  Another  reason  for  at  least  insurance  against  acci- 
dents lay  in  the  failure  of  the  employers'  liability  act  of 
June  7, 1871,  and  in  the  feeling  that  industries  should  bear 
the  burden  of  their  own  accidents  without  the  litigation 
and  ill  feeling  connected  with  suits  for  damages. 

The  elaborate  legislation  for  compulsory  insurance  which 
Germany  adopted  was,  therefore,  not  an  isolated  experi- 
ment or  merely  a  shrewd  political  move.    It  grew  natu- 
rally out  of  the  political,  economic  and  social  situation 
which  existed  in  Germany  during  the  decade  following 
the  formation  of  the  Empire,  and  it,  in  turn,  has  stimulated 
a  movement  towards  so-called  socialistic  measures,  which 
has  shown  itself  more  or  less  in  almost  all  of  the  ad- 
vanced industrial  countries  of  the  world  during  the  last 
quarter  of  a  century.    In  no  country,  however,  could  such 
a  radical  and  extensive  scheme  have  been  carried  out  so 
successfully  as  in  Germany,  with  its  corps  of  highly  trained 
officials,  its  habits  of  obedience,  and  the  most  powerful 
figure  of  the  nineteenth  century  for  its  chancellor.    The 
legislation  is  so  extensive  and  so  complicated  that  even  a 
summary  of  its  main  provisions  would  occupy  more  time 
than  is  allotted  to  the  whole  subject.    Fortunately  the 
details  of  the  law  are  easily  accessible,  not  only  in  the  vo- 
luminous German  literature  on  the  subject,  but  also  in  works 
published  in  the  English  language,  and  I  shall,  therefore, 
content  myself  with  bringing  out  the  salient  points  which 
are  characteristic  of  the  governmental  features  of  the  laws*1 

1  See  Fourth  Special  Report  of  the  Commissioner  of  Labor  on  Com- 
pulsory Insurance  in  Germany,  by  John  Graham  Brooks,  Washington, 
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The  first  bill,  providing  for  accident  insurance,  was  sub- 
mitted to  parliament  early  in  1881,  but  was  rejected. 
When  the  House  convened  November  17,  1881,  it  was 
greeted  with  a  message  from  the  emperor  which  created 
a  profound  impression,  and  in  which  he  expressed  his 
desire  to  leave  behind  him  to  the  Fatherland  "new  and 
lasting  pledges  of  its  internal  peace,  and  to  the  needy 
greater  certainty  and  abundance  of  the  assistance  to  which 
they  have  a  claim."  This  message,  which  came  as  a  kind 
of  a  political  testament  of  the  venerable  emperor,  created 
a  strong  presumption  in  favor  of  compulsory  insurance.  A 
new  bill  for  accident  insurance  was  introduced  as  well  as 
a  bill  for  insurance  against  sickness.  The  latter,  which 
was  the  first  to  be  passed,  was  published  June  15,  1883, 
and  went  into  effect  December  1,  1884.  The  accident 
insurance  bill  was  passed  July  6,  1884,  and  went  partially 
into  effect  upon  its  proclamation,  though  it  was  not  put 
fully  into  operation  until  October  1,  1885. 

Both  laws  have  been  repeatedly  amended,  mainly  by 
laws  which  have  extended  or  liberalized  their  provisions, 
but  their  fundamental  principles  have  not  been  altered. 
The  first  formal  bill  for  the  insurance  against  invalidity  and 
old  age  was.  brought  before  parliament  in  1888,  and  pub- 
lished as  a  law  July  22,  1889.  The  provisions  with  regard 
to  the  machinery  of  insurance  were  to  go  into  effect  at 
once.  The  beginning  of  its  business  operations  was  left 
to  imperial  ordinance  and  was  finally  set  for  January  1, 
1891. 

Thus  in  less  than  ten  years  the  three-fold  plan  for  caring 

1895;  W.  F.  Willoughby:  "Workingmen's  Insurance, "  1898;  Report  of 
the  Industrial  Commission,  Vol.  XVI.,  pp.  228-241,  Washington,  1901. 
Excellently  compiled  statistics  may  be  found  in  Lass  und  Zahn,  "Ein- 
richtung  und  Wirkung  der  Deutschen  Arbeiterversicherung,"  1900, 
a  volume  prepared  for  the  Paris  Exposition  of  1900;  "Die  Deutsche 
Arbeiterversicherung;  als  Soziale  Einrichtung,"  1904,  a  volume  pre- 
pared for  the  St.  Louis  World's  Fair  of  1904;  and  in  the  regular  publi- 
cations of  the  Reichsverticherungsami  and  the  Imperial  Statistical 
Bureau. 


452  YALE  READINGS  IN  INSURANCE 

for  the  working  classes  was  carried  through  and  put  into 
operation. 

I.  The  sick  insurance  law  applies  to  all  cases  of  sickness, 
regardless  of  cause,  and  to  practically  all  persons  employed 
for  wages  in  any  of  the  mechanical  trades  or  in  commerce, 
as  well  as  to  some  of  those  engaged  in  agriculture.    At  the 
end  of  1907  there  were  over  12,000,000  persons  who  were 
subject  to  its  provisions.    It  also  applies  to  ordinary 
laborers  and  even  to  those  occupying  an  official  position 
as  far  as  their  salary  is  less  than  2000  M.  or  about  $500. 
Of  the  occupations  to  which  the  law  applies,  some  are 
unconditionally  subject  to  it,  others  conditionally.    The 
principal  trades  in  which  the  compulsion  is  general  are 
railroading,   mining,   manufactures,   internal  navigation, 
commerce,  the  telegraph  and  postal  service,  navigation  in 
harbors,  etc.,  though  regular  seamen  are  provided  for  by 
a  special  law.    Its  provisions  can,  however,  be  extended 
by  ordinance  to  certain  other  classes.    Exemptions  are 
allowed  for  certain  classes,  such  as  soldiers  and  public 
servants,  whose  office  entitles  them  to  support  in  sickness, 
and  in  some  other  cases  on  special  application.    Voluntary 
insurance  under  this  head  is  also  permitted  to  certain 
classes  of  persons  to  whom  the  compulsory  character  of 
the  law  does  not  apply,  and  those  who  have  passed  out 
of  an  occupation  subject  to  the  law  are  allowed  to  con- 
tinue their  relations  to  the  insurance  agency  in  which  they 
were  inscribed. 

The  organization  of  the  sick  insurance  seems  at  first 
sight  very  complicated,  since  there  are  no  less  than  eight 
different  kinds  of  organizations  which  may  be  within  the 
operation  of  the  law.  The  object  of  this  was  to  adapt 
compulsory  insurance  as  far  as  possible  to  existing  insti- 
tutions, and  to  the  needs  of  different  classes  of  the  people. 
The  following  table  gives  a  summary  of  the  number  and 
membership  of  the  different  classes  of  societies  concerned 
in  1907: 
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McnbccB* 

1 .   T^w*kl  ftiftlr  Tnmrranre*  Ammfttefl 

4757 

7914 

41 

761 
1318 

151 
8290 

168s 

5,915,114 

2.  Establishment  Sick  Insurance  Agencies. . 
4.  Guild  Sick  Insurance  Agencies,  ■>  * . 

3,146,386 

15,222 

240,087 

5.  Resistered  Benefit  Societies 

893,330 

A.  State  Benefit  Societies 

36,168 

1,475,489 

8b  Miners'  Associations  . . . . , . , .  T .  r ....... . 

806,276  s 

23,400 

12,528,072 

The  benefits  which  are  given  must  come  up  to  a  certain 
minimum,  which  must  supply: 

(1)  Free  medical  attendance  and  medicine  from  the 
day  of  sickness; 

(2)  A  regular  allowance  beginning  with  the  third  day 
after  the  sickness  has  shown  itself. 

As  a  rule  this  sum  is  equal  to  one-half  of  the  rate  of 
wpges  upon  which  the  premiums  are  based,  and  it  may  be 
given  for  thirteen  weeks.  A  number  of  variations  are, 
however,  permitted,  such  as  care  in  a  hospital,  which  may 
be  substituted  for  medical  attendance,  allowance,  etc.  The 
funds  are  supplied  normally  by  the  insured  person  and  by 
the  employer  jointly,  the  latter  contributing  one-third 
of  the  premiums,  the  former  two-thirds,  but  the  total 
amount  is  advanced  by  the  employer,  who  indemnifies 
himself  by  deducting  the  quota  of  the  insured  from  his 
wages.  In  general  the  contributions  range  from  1£  to 
4}  per  cent,  of  the  normal  wages. 

II.  Insurance  against  accidents  covered  from  the  begin- 
ning a  large  number  of  different  people,  and  its  scope  has 

'Statistik  des  Deutschen  Reichs,  Bd.  194.  Krankenvenicherung 
im  Jahre  1907,  p.  1. 

» Ibid.,  p.  3. 

>  Vierteljahrshefte  iur  Statistik  des  Deutschen  Reichs,  1909.  Heft 
2,  p.  92. 
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been  considerably  extended  of  late  years,  an  amendment, 
which  was  passed  in  1900,  actually  going  so  far  as  to  include 
convicts  in  prison. 

In  1906  over  21,000,000  persons  were  insured,  against 
accident,  or  over  one-third  of  the  entire  population  of  the 
German  Empire.1  They  include,  not  only  industrial  em- 
ployees and  those  engaged  in  railroading  and  internal  navi- 
gation, but  also  those  engaged  in  agriculture,  forestry,  and 
all  kinds  of  building  operations.  The  organization  of  this 
form  of  insurance  is  quite  different  from  that  of  the 
insurance.  It  rests  entirely  upon  so-called  professional 
ciations,  in  which  the  insured  are  grouped  according  to  their 
occupations.  These  associations,  of  which  there  were  114 
in  1906,  are  virtually  unions  of  employers  who  are  leagued 
together  as  far  as  possible  according  to  the  character  of 
their  industry.  In  some  cases  one  association  extends  over 
the  entire  Empire,  as  in  the  case  of  the  Iron  and  Steel 
Association.  In  other  cases  they  cover  but  a  limited 
territory.  Each  one  is,  however,  in  the  main  self-gov- 
erning. It  elects  its  own  officers  and  manages  its  own 
affairs,  subject  to  the  general  provisions  of  the  law.  The 
benefits  given  are  in  general  of  two  kinds: 

(1)  In  the  case  of  injury,  the  benefits  begin  with  the 
fourteenth  week,  inasmuch  as  during  the  first  thirteen 
weeks  the  injured  person  is  cared  for  under  sick  insurance 
or,  failing  that,  at  the  direct  expense  of  his  employer. 
Beginning  with  the  fourteenth  week  he  is  entitled  under 
accident  insurance  to  the  cost  of  medical  attendance, 
medicine,  etc.,  and  to  an  allowance  to  continue  during 
the  period  of  his  disability.  The  amount  of  the  allowance 
is  graded  according  to  the  severity  of  the  injury,  two- 
thirds  of  the  normal  wages  being  usually  given  in  the  case 
of  total  disability. 

(2)  In  the  case  of  death,  the  expenses  of  burial  are  to 
be  paid,  and  an  annuity  given  to  the  widow  until  her  death 
or  remarriage,  or  to  the  children. 

1  "Statistisches  Jahrbuch  fur  das  Deutsche  Reich, "  1908,  p.  307. 
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The  entire  expense  of  accident  insurance  is  borne  by  the 
employers,  excepting  in  as  far  as  the  injured  person  may 
be  a  contributor  to  a  sick  insurance  fund  on  which  his 
care  during  the  first  thirteen  weeks  rests.  The  funds  are 
raised  according  to  the  assessment  principle,  that  is,  the 
expenses  of  each  year  are  apportioned  among  the  employers 
who  are  subject  to  the  insurance  law.  The  rate  of  appor- 
tionment depends  partly  upon  the  amount  paid  in  salaries 
and  wages,  and  partly  upon  the  risks  of  the  employment. 
There  are,  however,  some  exceptions  to  this  general  rule. 

III.  Insurance  for  invalidity  and  old  age  applies  in 
general  to  persons  engaged  in  agriculture  and  industry, 
in  trade,  domestic  service,  and  public  service.  It  also 
includes  officials,  provided  their  salary  is  not  over  2000 
marks.  Certain  other  persons  may  take  advantage  of  the 
law,  but  without  compulsion,  while  certain  persons  in  the 
enumerated  classes  are  exempt  either  by  law  or  on  their 
own  application.  The  former  exemption  applies  mainly 
to  persons  who  are  entitled  by  virtue  of  their  occupation 
to  a  pension,  the  latter  to  persons  who  are  already  over 
seventy,  or  who  do  not  work  regularly  for  wages.  The 
organization  of  the  insurance  differs  radically  from  that 
of  both  of  the  other  systems.  It  is  in  charge  of  an  imperial 
bureau  which  has  its  subdivisions  scattered  over  the  coun- 
try. For  this  purpose  Germany  is  divided  into  thirty- 
one  districts,  each  with  its  insurance  department.  In 
general  the  place  of  a  person's  occupation  determines  the 
district  in  which  he  is  insured.  It  was  estimated  that  in 
1906  about  14,000,000  persons  enjoyed  the  benefit  of  this 
form  of  insurance.1    The  benefits  are  twofold: 

(1)  An  invalidity  pension  which  is  given  without  regard 
to  age  to  those  whose  earning  capacity  is  reduced  to  less 
than  one-third  of  the  normal. 

(2)  An  old  age  pension  to  which  every  one  over  seventy 
years  of  age  is  entitled  whether  infirm  or  not,  provided  he 
has  complied  with  the  general  conditions  of  the  law. 

»  Statistisches  Jahrbuch  fOr  das  Deutsche  Reich,  1908,  p.  318. 
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The  principle  of  these  requirements  is  that  the  applicant 
must  have  been  a  contributor  to  the  fund  for  an  aggregate 
of  one  thousand  two  hundred  weeks,  or  twenty-four  years. 
The  benefit  consists  in  both  cases  of  a  uniform  contribution 
of  50  marks  (about  $12.50)  per  year  from  the  Empire,  and 
of  an  additional  sum  which  depends  upon  the  wage  class  of 
the  recipient  and  upon  the  length  of  time  during  which 
he  has  contributed.  The  beneficiary  is  entitled  to  have  a 
part  of  his  contributions  refunded  on  certain  conditions: 

(a)  In  the  case  of  women,  one-half  is  refunded  upon 
marriage. 

(b)  In  case  accident  insurance  provides  for  the  insured, 
he  may  likewise  receive  back  one-half. 

(c)  In  case  the  insured  dies  before  the  beginning  of  the 
pension,  the  surviving  wife  or  husband  may  receive  one- 
half  of  the  amount  contributed. 

Excepting  for  the  uniform  subsidy  given  by  the  Empire, 
the  cost  of  the  insurance  is  divided  evenly  between  the 
employer  and  the  employed,  but  is  advanced  by  the  former. 
The  financial  principle  under  which  the  rates  are  fixed 
differs,  however,  from  that  which  applies  to  either  of  the 
other  insurance  systems.  The  premiums  are  based  upon 
the  principle  that  each  one  is  to  contribute  on  the  average 
the  capital  out  of  which  his  own  allowances  are  paid. 
In  the  beginning  this  rate  was  determined  provisionally  for 
a  period  of  ten  years,  but  as  it  was  found  that  the  rates 
were  sufficient  for  the  permanent  requirements  of  the 
system,  they  were  definitely  fixed  by  the  amendment  of 
1899.  As  a  transitional  measure,  it  was  provided  that 
persons  over  forty  years  of  age  when  the  law  went  into 
effect,  if  they  had  been  occupied  in  one  of  the  dutiable 
employments  for  three  years  previous,  should  have  the 
term  normally  fixed  for  their  contributions  shortened  by 
as  many  years  as  their  age  exceeded  the  age  of  forty.  Thus 
a  person  fifty  years  of  age,  instead  of  being  obliged  to 
contribute  for  twenty-four  years,  would  only  be  obliged 
to  contribute  for  fourteen. 
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The  enactment  and  successful  execution  of  the  German 
insurance  laws  led  to  a  rapid  extension  of  the  system  in 
other  parts  of  the  world.  The  first  state  to  follow  the 
German  example  was  Austria,  which  provided  for  com- 
pulsory accident  insurance  in  1887,  for  sick  insurance  in 
1888,  and  for  miners'  insurance  in  1889.  Hungary  passed 
a  law  for  sick  insurance  in  1891.  Norway  passed  a  law 
for  accident  insurance  in  1894,  modeled  somewhat  after 
the  German  plan.  Sweden,  after  considerable  discus- 
sion, accepted  in  1901  a  law  according  to  which  the  em- 
ployers must  either  give  compensation  for  accidents,  or 
must  insure  their  employees.  In  1901  Holland  passed  a 
law  providing  for  compulsory  insurance  against  accidents, 
and  even  distant  Iceland  adopted  in  1890  a  scheme  for 
insurance  against  invalidity  and  old  age. 

In  December,  1903,  the  new  Belgian  law  on  accident 
insurance  was  published,  which,  however,  is  more  in  the 
nature  of  workmen's  compensation  than  of  insurance, 
though  it  amounts  in  some  of  its  features  to  an  indirect 
insurance,  and  there  was  a  strong  pressure  in  the  Chamber 
to  give  it  the  character  of  insurance. 

A  number  of  states  which  have  not  formally  adopted  a 
scheme  of  workingmen's  insurance  have  passed  laws  which 
are  intended  to  give  somewhat  similar  benefits.  Thus 
Italy,  in  1898,  passed  a  law  requiring  certain  classes  of 
workingmen  to  be  insured  against  accident  at  the  expense 
of  their  employers.  Workmen's  compensation  acts  were 
adopted  by  Great  Britain  in  1897,  France  in  1898,  Russia 
in  1903,  and  Sweden  in  1904,  under  which  those  who  suffer 
in  industrial  accidents  are  indemnified  by  the  employers. 
Old  age  is  now  being  provided  for  in  some  countries,  not  by 
insurance  but  by  state  pensions,  as  in  Great  Britain  by 
the  act  of  1908  and  in  the  Australian  Commonwealth, 
and  a  number  of  Australian  colonies,  beginning  with  New 
Zealand  in  1898.  In  these  cases  the  funds  are  obtained 
from  the  general  revenue  of  the  government  without 
any  contributions  by  the  beneficiaries.    Even  unemploy- 
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ment  is  now  being  treated  by  insurance,  and  though  most 
of  the  plans  actually  tried,  like  the  so-called  Ghent  Sys- 
tem, are  local,  the  subject  is  being  considered  seriously 
by  a  number  of  states.1  In  the  United  States  the  State 
of  Maryland  adopted  in  1902  a  species  of  accident  insur- 
ance, but  it  was  overthrown  on  constitutional  grounds. 

The  experience  of  Switzerland  with  workingmen's  insur- 
ance has  been  peculiar  and  may  perhaps  in  the  future  prove 
to  be  exceptionally  instructive.    Under  the  Swiss    con- 
stitution, as  originally  adopted,  the  federal  government 
could  do  nothing  in  the  way  of  workingmen's  insurance. 
An  amendment  was  accordingly  adopted  in  1890,   by  a 
popular  vote  of  about  three  to  one,  in  which  it  was  pro- 
vided that  "  the  Confederation  shall  by  means  of  legisla- 
tion provide  for  sick  and  accident  insurance,  having  regard 
to  the  existing  sick  clubs.    It  can  make  membership  either 
generally  or  for  special  classes  obligatory."    After  con- 
siderable debate  two  bills  —  one  for  sick  insurance,   the 
other  for  accident  insurance  —  passed  the  federal  legisla- 
ture, but,  upon  a  demand  being  made  for  a  referendum,  a 
vote  was  taken  May  20,  1900,  and  the  whole  plan  was 
rejected  by  337,000  to  147,000  votes,  the  majority  against 
these  specific  bills  being  greater  than  the  majority  of  ten 
years  earlier  in  favor  of  the  general  scheme. 

For  a  number  of  years  the  subject  was  dropped,  but  a 
new  bill  has  now  been  worked  out  by  a  special  commission. 
It  provides  for  sick  and  accident  insurance,  but  it  departs 
widely  from  the  German  model.  Compulsion  is  applied 
only  in  accident  insurance,  and  here  the  insured  may  be 
required  to  bear  one-quarter  of  the  premiums.  Sick 
insurance  is  to  be  promoted  by  a  subsidy  which  the  Con- 
federation may  pay  to  voluntary  sick  clubs  and  other 
societies,  and  is  not  made  general  as  in  Germany. 

Some  form  of  workingmen's  insurance  is  now  so  common 

1  For  full  data  see:  "Die  Veracherung  gegen  die  Folgen  der  Arbeits- 
losigkeit  im  Ausland  und  im  Deutschen  Reich.  Bearbeitet  im  Kai- 
eerlichen  Statistischen  Amt."    Berlin,  1906,. p.  1449. 
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• 

on  the  Continent  of  Europe  that  it  is  the  rule  rather  than 
the  exception.  If  we  look  at  accidents  alone,  more  than 
half  of  the  inhabitants  of  Continental  Europe  west  of 
Russia  live  under  a  system  of  accident  insurance  which 
is  compulsory  for  large  sections  of  the  population. 

With  these  extensions  have,  however,  come  new  prob- 
lems, and  the  pioneer  states  in  this  field  are  now  beginning 
to  revise  their  laws  in  the  light  of  experience.  In  Austria 
a  new  codification  was  proposed  by  the  government, 
November  3,  1908.  The  bill,  in  325  sections  bears  the 
significant  title,  "Sozialversicherung"1  and  includes  insur- 
ance against  sickness,  old  age  and  invalidity,  and  accidents. 
In  Germany,  a  similar  re-codification  was  proposed,  April 
2,  1909,  under  the  title  "Reichsversicherungsordnung." 
This  bill,  while  it  groups  together  the  three  existing 
branches  of  workingmen's  insurance,  does  not  merge 
them,  as  had  been  proposed,  but  still  retains  for  each 
branch  its  own  system.  It,  however,  extends  the  scope 
of  insurance,  especially  of  sick  insurance  by  including 
in  it  workers  in  agriculture  and  forestry,  domestic  servants 
and  those  engaged  in  domestic  industries.  It  also  pro- 
vides in  connection  with  old  age  insurance  for  a  kind  of 
life  insurance  for  the  families  of  those  who  die.3  In  view 
of  the  changes  which  are  being  proposed  in  the  German 
system,  the  present  time  seems  a  peculiarly  good  one  for 
a  review  of  its  operations  during  the  past  quarter  of  a 
century. 

» Separatbeilage  su  Nr.  11  der  "Sosialen  Rundschau/'  Wien,  1908. 

*  "Die  sosialpolitische  Bedeutung  der  Reichsveracherungsord- 
nung,"  von  Professor  Dr.  Stier-Somlo  in  "Soziale  Praxis'1  for  April 
29,  May  6,  June  3, 1909. 


CHAPTER  XXX 

OPERATION    OF    COMPULSORY    WORKWOMEN'S    INSUR- 
ANCE  IN    GERMANY1 

It  was  explained  in  the  beginning  that  government  insur- 
ance, which  is  supported  in  whole  or  in  part  by  taxation  or 
by  the  contributions  of  others  than  the  beneficiaries,  is  not 
insurance  in  the  strict  sense  of  the  word.    It  is  an  institu- 
tion which,  while  having  the  form  and  the  immediate  pur- 
poses of  insurance,  partakes,  as  regards  its  ultimate  ends 
and  the  means  by  which  it  is  carried  into  effect,  of  social 
legislation.    This  is  clearly  understood,  in  spite  of  some 
differences  of  opinion,  by  German  authors.    One  of  the 
first  authorities  on  the  purely  legal  side  of  the  institution, 
Professor  Heinrich  Rosin  of  Freiburg,  says  that,  in  spite  of 
the  official  designation,  the  great  workingmen's  insurance 
institutions  cannot  be  properly  classified  as  insurance. 
"We  are  not  dealing,"  he  says,  "with  a  single  two-sided 
legal  relation,  but  with  two  one-sided  relations.    Of  these, 
one,  which  is  the  principal,  provides  for  the  working  classes 
assistance  on  the  part  of  the  state;  the  other,  which  is 
secondary  and  does  not  necessarily  stand  in  legal  connec- 
tion with  the  first,  has  to  do  with  the  raising  of  money  by 
contributions  levied  from  certain  persons."2 

While,  therefore,  the  subject  might  be  an  interesting  one 
to  consider  from  the  point  of  view  of  technical  insurance 
questions,  its  chief  interest  lies  in  its  social  operations,  and 

1  By  Henry  W.  Farnam.  Reprinted  with  additions  from  pages 
304-328  of  the  "Yale  Insurance  Lectures,  Fire  and  Miscellaneous," 
1904. 

*  "Das  Recht  des  Arbeiterversicherung,  Vol.  I,  p.  257. 
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it  is,  therefore,  from  that  point  of  view  alone  that  I  shall 
consider  it.  Partly  for  the  sake  of  simplicity,  and  partly 
on  account  of  the  fulness  of  the  data,  I  shall  confine  my 
analysis  to  the  German  laws,  although  the  indications  are 
that  the  experience  of  Germany  is  repeated  elsewhere  under 
similar  conditions.  In  the  famous  message  of  the  Emperor 
which  has  already  been  referred  to,  we  read  that  "the  cure 
for  social  maladies  is  to  be  found  not  exclusively  in  the  repres- 
sion of  social  democratic  excesses  but  equally  by  means  of  the 
positive  promotion  of  the  welfare  of  laborers.  The  Father- 
land should,  therefore,  receive  new  and  lasting  pledges  of 
its  inner  peace,  and  those  who  are  in  need  should  receive 
greater  certainty  and  abundance  of  help."  Similarly  in 
the  preamble  to  the  law  for  accident  insurance,  which  was 
presented  to  the  parliament  in  1881,  it  is  stated:  "That  the 
state  should  consider  its  needy  members  more  than  hitherto 
is  not  only  a  duty  of  humanity  and  of  Christianity  which 
should  permeate  such  institutions,  but  is  also  a  duty  of 
state  preserving  policy  which  is  to  follow  the  aim  of  culti- 
vating among  the  non-property-owning  classes  of  the  popu- 
lation, who  are  at  the  same  time  the  most  numerous  and 
the  least  educated,  the  view  that  the  state  is  not  only  a 
necessary  but  also  a  beneficial  institution.  To  this  end 
they  must  be  brought,  by  means  of  directly  recognizable 
advantages  which  are  given  them  by  legislative  measures,., 
to  conceive  of  the  state  not  only  as  an  institution  invented 
for  the  protection  of  the  better  situated  classes  of  society, 
but  also  as  one  which  serves  their  needs  and  interests." 
The  present  Emperor  expressed  himself  in  similar  terms  in 
1888,  when  the  bill  for  invalidity  and  old  age  insurance 
was  presented. 

Every  attempt  to  influence  the  structure  of  society  or 
the  distribution  of  wealth  by  legislation  is  like  a  surgical 
operation.  As  soon  as  the  knife  is  applied,  it  is  liable  to 
produce  results  different  from  those  which  were  contem- 
plated, and  sometimes  decidedly  antagonistic  to  them.  In 
endeavoring  to  analyze  the  operation  of  this  legislation, 
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therefore,  I  shall  distinguish  the  direct  and  intended  results, 
from  those  which  are  incidental  and  indirect,  and  I  shall 
furthermore  distinguish  the  strictly  financial  and  economic 
results  which  are,  as  it  were,  but  a  means  to  an  end,  from 
the  social  results  which  are  the  real  and  ultimate  purpose 
of  the  legislation. 

At  the  time  of  the  Paris  Exposition  of  1900  the  German 
Government  sent  as  a  part  of  its  exhibit  a  huge,  gilded 
obelisk  some  forty-five  feet  in  height,  which  was  intended 
to  represent  gold  of  the  value  of  the  total  amounts  paid  to 
the  beneficiaries  of  the  insurance  laws  from  1885  to  1899. 
This  would  have  weighed  960,000  kilograms,  and  repre- 
sented a  value  of  2.4  milliards  marks,  or  about  $600,000,000. 
That  sum  has  now  more  than  doubled.    The  total  amount 
paid  out  for  indemnities  down  to  1906  amounted  to  5,682,- 
000,000  marks  or  about  $1,420,500,000.    The  total  income 
during  that  period  was  over  8,000,000,000  marks  and  of 
this  sum  3,645,000,000  came  from  the  employers,  3,282-, 
000,000  from  the  insured,  435,000,000  from  the  Empire  and 
748,000,000  from  interest  and  premiums.1 

It  is  clear,  therefore,  that  through  this  elaborate  organi- 
zation the  government  has  succeeded  not  only  in  turning  a 
stream  of  wealth,  enormous  in  the  aggregate,  into  the 
pockets  of  the  working  classes,  but  in  drawing  this  stream 
in  about  equal  portions  from  the  employers  and  the 
beneficiaries  themselves. 

It  has  done  this  at  a  cost  which  is  on  the  whole  not 
excessive.  The  total  cost  of  administration  during  the 
period  from  1885  to  1897  was  but  10.1  per  cent,  of  the  total 
expenditure,  and  the  tendency  is  downward.  The  total 
cost  down  to  1906  was  about  9.1.  per  cent.  In  sick  insur- 
ance alone  the  cost  of  management  was  5  per  cent,  in 
1904,  4.7  per  cent,  in  1907.* 

It  might,  perhaps,  be  supposed,  and  there  are  some  econ- 
omists who  would  consider  this  a  necessary  deduction  from 

1 "  Sta tistisches  Jahrbuch  fur  das  Deutsche  Reich,"  1908,  p.  318. 
3  "Statistik  des  Deutschen  Reichs,"  Bd.  177  and  194. 
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the  wage-fund  theory,  that  the  rate  of  wages  would  have 
fallen  during  the  same  period  on  account  of  the  burdens 
resting  upon  the  employers,  or,  if  not,  that  German  industry 
would  at  least  have  suffered  a  severe  blow.  Neither  of 
these  results  appears  to  have  taken  place.  The  period 
covered  by  insurance  has  been  on  the  whole  a  period  of 
great  prosperity  for  German  industry.  It  has  not  pre- 
vented the  growth  of  large  establishments,  as  is  shown  by 
the  following  table: 


s 


Ffffll^H^tinftntf 

Persona 

Increase  or 
Decrease 

1882 

1805 

1882 

1895 

Estab. 

Pen. 

Independent 

Small   estab- 

1,430,465 

1,237,349 

1,430,465 

1,237,349 

-13.5 

-13.5 

lishments 

(2-5  persons) 
Medium    estab- 

745,302 

752,223 

1^39,939 

1,953,776 

+  0.9 

+  6.2 

lishments  (6- 

50  persons)  . 
Large  establish- 

85,001 

139,459 

1,109,128 

1,902,049 

+64.1 

+71.5 

ments    (over 

50  persons) . . 

9,481 

17,941 

1,554,131 

2,907,329 

+893 

+87.2 

2,270,339 

2,146,972 

5,933,663 

8,000,503 

-  5.4 

+34.8 

International  trade  has  progressed  at  such  a  rapid  rate 
as  to  put  Germany  in  the  second  rank  among  the  great 
states  of  the  world.  The  total  foreign  trade  of  Germany, 
exports  and  imports,  increased  from  8,000,000,000  marks 
in  1890 l  to  17,000,000,000  marks  in  1907.a  Looking  at 
the  percentage  of  the  total  trade  of  the  world  which  she 
enjoyed,  we  find  that  she  passed  from  the  third  to  the 
second  place  as  shown  by  the  following  table: 

1  "Statistisches  Jahrbuch  fur  das  Deutsche  Reich/'  1906,  p.  60.* 
*  "Ibid,  1908,  p.  67.* 
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1900 


Germany 

France 

Great  Britian 
United  State* 


11.1 

113 

208 

9.4 


12J 
IOjO 
19.5 
103 


17.4 
100 


Of  the  four  countries  in  question,  Germany  showed  the 
most  rapid  rate  of  increase  in  her  foreign  trade.  .  The 
ratio  of  growth  in  her  case  was  107.4  per  cent.,  in  the  case 
of  the  United  States  101.5  per  cent. 

Wages  appear  to  have  risen  during  this  period.     But 
German  wage  statistics  are  not  very  satisfactory,  as  there 
are  no  general  figures  systematically  collected  for   the 
whole  empire.1    Some  of  the  trade  unions  have  published 
figures  for  the  wages  of  their  members.    The  accident 
and  sick  insurance  associations  have  tables  of  normal 
wages  on  which  to  base  the  indemnities.    Special  statis- 
tics have  also  been  compiled  for  the  wages  of  city  employees 
and  for  other  groups  of  workers.    In  all  of  these  the  up- 
ward tendency  is  so  marked,  that  we  are  safe  in  saying 
that  money  wages  have  risen,  even  though  we  may  not 
be  able  to  express  the  rise  in  a  percentage  or  to  correlate 
accurately  the  rise  of  the  wages  with  the  rise  of  prices. 

The  general  well-being  is  also  indicated  by  the  per  capita 
increase  in  the  consumption  of  commodities  used  by  the 
masses.  The  per  capita  consumption  of  sugar  increased 
from  an  annual  average  of  6  kilograms  during  the  five  years 
1871-1875  to  16.8  in  1906-1907;  the  consumption  of 
coffee  rose  in  the  same  periods  from  2.27  kilograms  to 


1  On  the  general  subject  of  wage  statistics  see  "Die  Lohnstatistik 
in  Deutschland,"  Reichsarbeiteblatt,  February,  1909,  pages  104-109.  The 
statistics  for  a  number  of  trades  are  reprinted  in  "Third  Abstract  of 
Foreign  Labor  Statistics,"  issued  by  the  British  Labor  Department, 
1906.  See  also  Eucsynski:  "  Die  Entwicklung  der  gewerblichen  L6hne- 
seit  der  Begrundung  des  Deutschen  Reichs,"  1909. 
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3.02;  rice  from  1.55  to  2.51.1  The  difficulty  of  getting 
domestic  servants,  the  migration  of  people  into  the  cities, 
and  the  consequent  scarcity  of  farm  laborers,  the  falling 
off  of  emigration  from  2.16  per  thousand  of  the  popula- 
tion in  1888  to  .51  per  thousand  in  1907  are  all  indirect 
evidences  of  an  increasing  prosperity  of  the  wage-receiv- 
ing classes.3 

Besides  the  direct  transfer  of  wealth  which  was  intended 
by  the  insurance  laws,  there  has  been  incidently  a  great 
accumulation  of  capital.  A  report  published  by  the 
Imperial  Insurance  Office,  and  carrying  the  figures  down 
to  December  31,  1903,  shows  that  in  the  single  year  1903 
the  capital  invested  by  the  insurance  offices  in  various 
public  works  was  not  less  than  42,825,599  marks,  or  over 
$10,000,000,  while  the  entire  sum  thus  applied  since  1884 
was  336,851,529  marks,  or  about  $84,000,000,  and  this 
only  represents  a  part  of  the  entire  capital  of  the  insurance 
bureaus. 

The  purposes  to  which  this  capital  has  been  applied  are 
extremely  varied.  Thus  not  less  than  67,000,000  marks 
(about  $17,000,000)  were  put  into  farm  loans,  narrow- 
gauge  railroads,  the  improvement  of  highways,  the  im- 
provement of  live  stock,  etc.  Some  148,000,000  marks 
($37,000,000)  were  used  for  building  hospitals  and  other 
institutions  for  the  sick  or  the  poor,  etc.  A  very  large 
sum  was  used  for  workingmen's  dwellings  —  no  less  than 
118,000,000  marks  ($29,000,000)  being  used  for  this  pur- 
pose.8 The  total  property  of  the  three  groups  of  insur- 
ance agencies  in  1906  was  1,854,000,000  marks  or  about 
$463,500,000.' 

Great  improvements  have  also  been  made  in  the  intro- 
duction of  safety  appliances  and  sanitary  measures.    Thus 

>  "Statistisches  Jahrbuch  fOr  das  Deutche  Reich/'  1908,  pages  247 
and  251. 

» Ibid.,  p.  25. 

•Summary  in  "Soziale  Praxis,"  February  19,  1904,  p.  548. 

*  Ibid.,  p.  318. 
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accident  stations  have  been  established  in  Berlin  by 
the  accident  insurance  associations  to  minimize  the  cost  of 
accidents  which  has  to  be  borne  by  the  employers.  These 
places  are  equipped  with  bandages,  splints,  and  other 
surgical  appliances,  and  have  physicians  on  call,  both 
for  day  and  night  service.  The  manufacturers'  associa- 
tions have  taken  pains  to  introduce  strict  rules  with  regard 
to  the  handling  of  dangerous  goods,  the  introduction  of 
life-saving  apparatus,  etc.  Safety  elevators  are  more  gen- 
erally provided  than  formerly,  the  oiling  of  machinery  is 
being  done  automatically  instead  of  by  hand,  the  belting 
is  being  adjusted  by  means  of  a  handle,  machinery  is 
being  fenced  in,  and  premiums  are  sometimes  paid  for 
the  rescue  of  the  injured.  In  order  to  secure  the  execu- 
tion of  these  regulations  some  associations  have  established 
a  regular  inspection  service. 

While  accident  insurance  has  provided  safety  appliances, 
sick  insurance  has  promoted  hygienic  regulations.  In 
Munich  one  of  the  local  sick  insurance  bureaus  has  induced 
the  storekeepers  to  give  their  employees  means  for  sitting 
down,  a  noon  day  rest,  and  other  advantages.  Lectures 
on  hygiene  have  been  given  in  a  number  of  cities,  partic- 
ularly regarding  tuberculosis,  dust  diseases,  etc.  The 
death-rate  has  fallen  steadily  in  Germany.  In  1885  it 
was  27.2  per  thousand,  in  1907  it  was  18.98  per  cent.1  In 
the  three  charity  clinics  of  Berlin  the  mortality  due  to 
consumption  fell  from  fifty-four  in  1889-1890  to  thirty- 
four  in  189&-1899. 

Let  us  now  turn  from  these  physical  facts  to  the  polit- 
ical and  social  changes  which  have  taken  place  in  Germany 
since  compulsory  insurance  went  into  operation.  It  was 
clearly  stated  at  the  beginning  that  the  object  of  the  insur- 
ance laws  was  to  counteract  the  dangerous  tendencies  of 
the  social  democrats,  and  to  preserve  inner  peace,  by  which 
was  probably  meant  industrial  peace.  And  it  was  also 
expected,  though  this  was  not  so  clearly  brought  out,  that 

» "  Vierteljahrsheften  sur  Statiatik  des  Deutschen  Reicha."  1008. 
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insurance  would  be  substituted  for  and  thus  ease  the  burden 
of  poor  relief.    Let  us  consider  these  points  one  by  one. 

(1)  The  political  effect  on  the  growth  of  the  social 
democratic  party. 

This  matter  can  be  dealt  with  by  a  very  simple  table 
showing  the  results  of  successive  parliamentary  elections 
from  1871  down  to  the  present: 


Socialist 

Socialist 

Members  of 

/' 

Members  of 

Voters 

Reichstag 

Voters 

Reiehstag 

1871  .... 

101,927 

1 

1887. . . . 

763,128 

11 

1874  .... 

351,670 

9 

1890. . . . 

1,427,298 

35 

1877  .... 

493,447 

12 

1893.... 

1,786,738 

44 

1878  .... 

437,158 

9 

1898. . . . 

2,105,305 

56 

1881  .... 

311,961 

12 

1903.... 

3,010,472 

81 

1884  .... 

549,990 

24 

1907. . . . 

3,259,000 

43 

This  table  shows  that  from  1881  to  1903  the  number  of 
socialist  representatives  increased  from  twelve  to  eighty- 
one,  nearly  sevenfold,  and  that  though  there  was  a  great 
drop  in  their  numbers  in  1907  their  constituency  showed 
a  gain.  As  a  means  of  suppressing  socialism,  insurance 
laws  can  hardly  be  considered  a  success.  It  is  true  that 
there  has  been  a  considerable  change  in  the  character  of 
the  party.  It  is  less  than  it  formerly  was  a  party  of  revo- 
lution, it  has  even  ceased  to  be  a  party  of  opposition  pure 
and  simple,  and  in  some  of  the  more  recent  amendments 
to  the  insurance  laws  it  has  at  least  negatively  favored 
the  government  measures.  How  far  this  is  due  to  the 
sobering  effect  of  that  responsibility  which  comes  with 
numbers,  how  far  it  is  due  to  a  change  in  the  theoretical 
views  of  the  younger  socialists,  how  far  it  is  due  to  an  actual 
feeling  of  friendliness  towards  the  existing  parties,  it  is 
impossible  to  say,  and  any  discussion  of  this  matter  would 
carry  us  beyond  the  limits  of  our  subject.    The  fact  re- 
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mains  that  the  social  democratic  party  is  still  the  party  of 
discontent,  and  that  its  membership  has  grown  very  rapidly 
in  spite  of  what  compulsory  insurance  has  done  for  its 
working  class  members. 

(2)  Social  Peace. 

A  good  deal  of  stress  is  laid  in  the  official  history  of  the 
insurance  laws  upon  their  conciliatory  effect  in  creating  a 
better  feeling  between  employers  and  employed.    Officially 
the  conditions  are  described  as  almost  idyllic.    "With  the 
improvements  in  the  material  and  social  position  of  the 
workingmen  which  have  been  introduced  through  working- 
men's  insurance  there  is  a  spontaneous  increase  in  their 
pleasure  in  work,  and  at  the  same  time  in  the  quality  and 
amount  of  their  product.    Therefore  the  employers  are  in 
general  quite  willing  to  bear  the  heavy  burdens  in  money 
and  voluntary  service."1    We  are  told  that,  in  addition 
to  the  burdens  of  insurance  placed  upon  them  by  law, 
many  employers  have  voluntarily  introduced  additional 
benefit  features  for  their  employees.    Thus  in  1898,  103 
joint  stock  companies,  90  private  employers  and  48  other 
persons  spent  27,000,000  marks  for  the  benefit  of  their 
employees,  while  in  1899  the  amount  contributed  by  625 
joint  stock  companies  and  349  private  persons  reached 
the  sum  of  39,000,000  marks.3    Individual  examples,  such 
as  are  found  in  the  establishment  of  the  General  Electrical 
Company  of  Berlin,  in  the  famous  steel  works  of  Krupp 
in  Essen,  etc.,  are  not  unfamiliar  to  readers  in  this  country. 
"This  social  activity,"  we  are  told,  "which  the  employers 
are  unfolding  under  the  standard  of  our  new  social  legis- 
lation, cannot  fail  in  the  long  run  to  produce  a  conciliatory 
reaction  upon  the  differences  existing  between  employer 
and  employed.    A  mutual  understanding  is  also  furthered 
by  the  common  consultations  and  meetings  in  which  the 
workingmen's  insurance  unites  employer  and  employed."1 
It  is  difficult  either  to  prove  or  disapprove  a  general  state* 

i  "Laas  und  Zahn,"  p.  223.  *  Ibid.,  p.  224. 

» Ibid.,  p.  225. 
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ment  of  this  kind,  but  there  are  some  facts  which  seem  at 
least  to  cast  doubt  upon  the  conclusions  just  quoted.  That 
the  employers  have  done  a  great  deal  for  their  employees 
in  Germany  is  undoubtedly  true;  that  this  activity  is  due 
to  any  large  extent  to  the  insurance  laws  may  well  be  ques- 
tioned. It  is  certainly  a  fact  that  Krupp  voluntarily  intro- 
duced vast  schemes  for  the  welfare  and  insurance  of  his 
men  long  before  government  insurance  was  thought  of.  It 
is  likewise  true  that  in  other  countries  such  as  England, 
France,  and  the  United  States,  where  no  such  insurance 
exists,  brilliant  examples  of  this  far-sighted  interest  in  the 
workers  on  the  part  of  large  corporations  and  large  indi- 
vidual employers  can  be  found.  In  our  own  country,  for 
instance,  the  Colorado  Fuel  and  Iron  Company  has  estab- 
lished a  regular  sociological  department  which  publishes  a 
weekly  magazine  and  superintends  very  extensive  educa- 
tional and  social  advantages  provided  for  the  people  on 
the  company's  pay-roll.  It  would,  therefore,  be  a  mistake 
to  attribute  this  exhibition  of  social  activity  entirely  or  in 
large  degree  to  the  compulsory  insurance  laws.  It  would 
also  seem  as  if  the  statement  regarding  the  good  will 
existing  between  employers  and  employed  in  Germany 
was  hardly  borne  out  by  the  few  statistics  which  are 
available  for  this  purpose.  Generally  speaking,  it  is  true 
that  sentiments  cannot  be  measured  by  the  statistical 
method,  but  when  sentiments  take  shape  in  action,  the 
actions  can  be  counted  and  furnish  at  least  a  rough  index 
of  the  prevalence  of  the  sentiments.  Any  ill  feeling  be- 
tween employers  and  employed  is  in  modern  times  pretty 
sure  to  result  sooner  or  later  in  strikes,  and  strike  statistics 
have  been  collected  with  more  or  less  regularity  in  Germany 
since  about  1890.  In  1889,  shortly  after  the  new  laws  had 
gone  into  effect,  there  occurred  a  notable  strike  among  the 
miners  of  Western  Germany,  in  which  it  is  said  that  about 
90,000  persons  took  part.  In  1891-1892  there  was  a  very 
general  and  disastrous  strike  of  the  printers,  which  ulti- 
mately led  to  a  complete  change  in  the  character  of  the 
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principal  printers'  union.    This  union  had  previously  been 
noted  for  its  conservative  and  peaceful  character,  but  has 
now  become  almost  entirely  identified  with  social  democ- 
racy.    Another  great  strike  was  that  of  the  Hamburg 
dock  laborers  in  1896-1897,  in  which  over  16,000  persons 
took  part.    A  significant  fact  is  that  in  1897  a  special 
insurance  company  called  "Industria"  was  formed   with 
a  capital  of  5,000,000  marks,  with  the  special  province  of 
indemnifying  employers  for  losses  through  strikes,    and 
though  it  failed  subsequently,  its  failure  was  by  no  means 
due  to  the  disappearance  of  strikes  from  the  industrial 
world.    The  following  table,  which  is  not  altogether  uni- 
form and  therefore  not  very  satisfactory,  indicates  that 
strikes  still  have  their  ups  and  downs,  and  that  the  tendency 
throughout  the  years  seems  to  be  more  upward  than  down- 
ward:1 


Stbtjod  Statistics 

PnusU 

German  Empire 

Strikes 

Striken 

Strike* 

Striken 

216 

28,643 

Winter    "  1890-1.... 

71 

6,573 

Summer"  1891 

118 

25,100 

Winter    "  1891-2... 

99 

7,787 

Summer  "  1892 

99 

7,878 

Winter    "  1892-3.... 

116 

55,882 

Summer  "  1893 

74 

4,070 

Winter    "  1893-4.... 

48 

2,835 

Summer"  1894 

127 

9,764 

Winter    "  1894-5.... 

71 

3,861 

*  The  figures  for  Prussia  down  to  1897  are  taken  from  "Handwttr- 
terbuch  der  Staats-Wissenschaften,"  2d  ed.,  Vol.  I,  p.  761 ;  the  later 
figures  are  compiled  from  "Statistik  dee  Deutschen  Reichs,"  Vols. 
CXXXIV,  CXLI,  CXLVTII,  CLVII,  CLXIV,  CLXXI,  CLXXVIII, 
CLXXXVIII.  The  figures  for  Prussia  give  the  data  for  strikes  ended 
in  each  year;  in  the  case  of  the  Empire,  the  column  of  strikes  gives 
those  begun,  the  column  of  strikers  refers  to  strikes  ended  in  each  year. 
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Stbieb  Statistics  —  Continued 


Pnwia 

German  Empire 

Strikes 

Striken 

Strike* 

Striken 

Summer"  1895 

Winter    "  1895-6.... 

Summer  "  1896 

Winter    "  1896-7.... 

Year  1899 

189 

606 

304 

158 

285 

807 

929 

632 

614 

841 

1,190 

1,401 

1,893 

1,204 

6,365 

17,349 

51,309 

16,181 

25,398 

58,931 

82,510 

36,114 

33,997 

51,633 

70,146 

338,675 

152,045 

108,332 

1,336 
1,462 
1,071 
1,084 
1,405 
1,908 
2,448 
3,378 
2,279 

99,338 

122,803 

55,262 

53,912 

"     1900 

"     1901  

«     1902 

"     1903 

85,603 

"     1904 

113,480 
408,145 

"     1905 

"     1906 

272,218 
192,430 

"     1907 

(3)  The  effect  upon  poor  relief. 

While  it  was  not  announced  as  one  of  the  objects  of  gov- 
ernment insurance  to  diminish  the  amount  spent  on  the 
poor,  it  was  undoubtedly  expected  that  its  effect  would  be 
to  lessen  the  number  of  paupers.  Investigations  made 
into  the  causes  of  poverty  in  Germany  some  years  ago, 
some  of  which  were  made  by  Dr.  Victor  Boehmert  and 
others  by  the  Imperial  Statistical  Bureau,  concur  in  show- 
ing that  in  the  aggregate  some  75  per  cent,  of  the  cases  of 
pauperism  were  attributed  to  sickness,  accident,  physical 
incapacity,  old  age,  or  death  of  the  bread-winner.  Now  it 
so  happens  that  all  of  these  causes  of  pauperism  are  pro- 
vided for  in  workingmen's  insurance,  and  if  the  great  mass 
of  wage  workers,  who  are  the  ones  most  liable  on  account 
of  their  small  incomes  to  become  dependent,  are  forced  to 
insure  themselves,  and  reap  the  benefit  of  the  contribu- 
tions of  their  employers,  it  would  seem  natural  to  expect 
that  fewer  would  become  dependent,  and  that  gradually 
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insurance  would  take  the  place  of  poor  relief  for  all  but 
the  worthless  or  those  who  are  peculiarly  unfortunate. 
This  expectation  seems  the  more  natural,  when  we  con- 
sider the  figures  in  more  detail.    Unfortunately  we  have 
no  general  statistics  giving  the  cost  of  poor  relief  since 
the  investigation  of  1885,  and  it  is  doubtful  if  we  should 
place  implicit  reliance  upon  the  figures  gathered  at  that 
time.    Yet,  as  we  have  no  others,  they  may  at  least  furnish 
us  a  rough  means  of  comparison.    The  number  of  paupers 
enumerated  in  the  German  Empire  in  that  year    was 
1,592,386,  and  the  amount  spent  upon  them  was  about 
90,000,000  marks,  which  gave  ah  average  expenditure 
for  every  one  hundred  inhabitants  of  193  marks.     In 
1897  the  total  amount  spent  on  benefits  of  all  kinds  under 
compulsory  insurance  was  256,000,000  marks,  which,  with 
the  increased  population,  gave  an  expenditure  for  every 
one  hundred  inhabitants  of  about  474  marks,  or  about  two 
and  one-half  times  the  average  expenditure  on  poor  relief 
in  1885.    This  did  not  include  the  expenses  of  adminis- 
tration, but  only  the  amount  directly  spent  on  the  bene- 
ficiaries.   So  large  an  expenditure  of  money  upon  the  very 
classes  who  are  most  liable  to  become  dependent  might 
be  reasonably  expected  almost  to  abolish  pauperism,  since 
there  must  be  many  cases  in  which  individual  members 
of  a  family  could  now  be  supported  with  the  rest,  when 
they  previously  were  thrown  upon  the  public.    That  the 
question  has  interested  the  authorities  is  seen  in  the  fact 
that  the  Verein  fur  Armenpflege  has  twice,  namely  in  1895 
and  in  1901,  taken  the  matter  up  for  investigation  and 
discussion,  and  that  the  Imperial  Statistical  Bureau  under- 
took in  1894  and  published  in  1897  an  elaborate  investiga- 
tion into  the  whole  subject.    It  obtained  its  material 
mainly  in  the  form  of  answers  to  the  following  three  specific 
questions,  which  it  addressed  to  the  officials  in  charge  of 
poor  relief  throughout  Germany: 

A.  Has  the  care  of  the  poor  been  relieved  by  workingmen's 
insurance? 
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(a)  Through  sick  insurance? 

(b)  Through  accident  insurance? 

(c)  Through  old  age  and  invalidity  insurance? 

B.  Has  the  number  of  those  supported  and  the  amount 

spent  upon  them  since  the  introduction  of  the  several 
insurance  laws  not  diminished,  and  to  what  is  this  to 
be  attributed? 

C.  Has  the  care  of  the  poor  in  numerous  cases  been  made 

supplementary  to  the  benefits  of  worlringmen's  insur- 
ance and  provisionally  substituted  for  them? 
The  answers  received  were  not  complete,  and  it  was  not 
possible  statistically  to  prove  either  an  increase  or  a  de- 
crease in  the  total  amount  spent  upon  the  poor  throughout 
the  Empire.  I  have,  however,  tried  to  analyze  the  returns 
as  far  as  possible,  and  compared  my  analysis  with  the  gen- 
eralizations published  by  the  Bureau.  As  regards  the  first 
question,  subdivided  into  three  heads,  which  asks  whether 
the  care  of  the  poor  has  been  relieved  by  worlringmen's 
insurance,  the  official  summary  says  "that  by  far  the 
greater  part"  of  the  authorities  questioned  say  that  it 
has  been  relieved.  A  careful  count  shows  that  of  the  total 
number  of  answers,  just  44  per  cent,  give  a  simple  affirma- 
tive, while  19  per  cent,  more  give  a  more  or  less  qualified 
affirmative  answer.  Yet,  when  we  come  to  ask  whether 
there  has  been  a  diminution  either  in  the  number  of  paupers 
or  in  the  amount  spent  for  them,  it  appears  that  58  per 
cent,  state  that  there  has  been  no  such  diminution.  In 
other  words,  it  would  appear  that  in  a  good  many  cases 
those  who  say  that  the  burden  of  poor  relief  has  been 
lessened,  mean,  not  that  it  is  absolutely  less  than  it  for- 
merly was,  but  that  it  would  have  been  increased  much 
more,  if  it  had  not  been  for  worlringmen's  insurance.  When 
we  consider  that  the  period  under  consideration  has  been  a 
period  of  industrial  prosperity,  commercial  expansion,  ex- 
ternal peace  and  rising  wages,  we  should  naturally  expect 
that  the  burden  of  poor  relief  would  tend  downwards,  as 
it  has  been  tending  in  England,  and  as  out-door  relief  has 
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been  tending  in  many  of  our  American  cities  under  good 
administration.  If  there  are  no  general  economic  reasons 
for  an  increase  in  the  needs  of  the  poorer  classes  in  Germany, 
it  would  seem  as  if  there  must  be  a  social  or  psychological 
reason,  and  there  are  certainly  strong  indications  of  this. 
While  some  officials  speak  of  depression  in  particular  trades, 
the  migration  of  workers  to  the  cities,  etc.,  as  causes  of  the 
increased  expenditure,  others  speak  of  the  tendency  of 
the  poor  to  demand  more.  A  report  from  Gotha  says  that 
the  poor  have  become  accustomed  to  demand  help  from  the 
public.  It  is  stated  that  the  shrinking  from  the  eleemosy- 
nary character  of  the  poor  relief  is  "disappearing  among 
the  needy,  so  that  those  who  are  not  insured  demand 
public  support  more  frequently  than  formerly,  and  refuse 
private  aid.  Then  again,  those  who  are  not  insured,  seeing 
the  amounts  which  are  paid  to  those  who  are  insured, 
demand  a  more  ample  allowance  from  the  poor  law  authori- 
ties, and  not  infrequently  get  it.1'  It  also  happens  here 
and  there  that,  when  people  have  been  refused  a  demand 
for  an  allowance  under  the  insurance  law  for  lack  of  proof, 
they  go  to  the  poor  law  authorities  and  demand  a  larger 
sum  on  account  of  their  presumptive  demand  for  an  allow- 
ance.1 In  a  report  made  to  the  Verein  fur  Armenpflege 
und  Wohlthatigkeit  by  Wilhelm  Helling  in  1901  we  learn 
some  facts  which  seem  to  indicate  that  insurance  is  not 
having  the  educational  effect  upon  thrift  that  was  expected. 
"It  is  unfortunate,'1  he  says,  "to  be  obliged  to  say  that 
persons  who  have  established  a  contingent  claim  upon  the 
benefits  of  insurance  by  contributions  find  it  so  difficult  to 
make  up  their  minds  to  maintain  this  claim  by  the  pay- 
ment of  small  voluntary  sums,  and  also  that  hardly  any 
use  has  been  made  of  the  right  of  optional  insurance.  •  .  . 
It  is  positively  terrible  to  notice  the  number  of  women  who, 
when  they  marry,  give  up  the  rights,  which  they  have 
earned,  in  order  to  obtain  possession  of  a  comparatively  small 
sum  of  ready  money,  by  having  the  half  of  sums  already 

> "  Lass  und  Zahn,"  p.  229. 
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paid  refunded  to  them.11  Even  where  the  burden  of  poor 
relief  has  been  diminished,  it  has  not  always  fallen  to  an 
extent  equal  to  the  cost  of  insurance  to  the  employers  alone. 
Thus  in  the  city  of  Konigsberg,  in  spite  of  an  increase 
of  20,000  in  the  population  during  four  years,  the  expendi- 
ture on  poor  relief  actually  diminished,  but,  while  they 
did  not  claim  to  have  made  a  saving  on  this  score  of  more 
than  130,000  marks,  employers  paid  in  1896-1897  about 
380,000  marks,  or  nearly  three  times  this  amount,  as  their 
share  of  the  burdens  of  insurance.1 

While  insurance  provides  for  indemnity  only,  it  does  not 
accomplish  its  social  purpose,  unless  at  the  same  time  it 
leads  to  a  restriction  of  the  contingencies  which  give  rise 
to  the  indemnity.  Thus  protection  against  fire  has  gone 
hand  in  hand  with  fire  insurance,  and  the  mere  fact  that 
in  insurance  pure  and  simple  the  premiums  are  graded 
according  to  the  risk  puts  a  certain  penalty  upon  the  en- 
couragement of  risk.  It  is  for  the  interest  of  the  insured 
as  a  body  to  keep  down  casualties,  even  though  an  indi- 
vidual may  think  that  he  can  profit  by  them.  It  is,  there- 
fore, somewhat  surprising  to  learn  that,  since  the  sick 
insurance  laws  have  gone  into  effect,  there  has  been  a 
steady  increase  in  the  cost  of  sickness  per  member,  in 
the  expenditure  for  each  case  of  sickness,  and  also  in  the 
expenditure  for  each  day  of  sickness,  as  shown  by  the 
following  table: 

1  "Lass  und  Zahn, "  p.  231.  An  elaborate  plea  for  the  contention  that 
workingmen's  insurance  has  relieved  the  burden  of  pauperism  in  Ger- 
many is  contained  in  two  articles  by  David  Grunsprecht  under  the 
title:  "Die  Entlastung  der  offentlichen  Armenpflege  durch  die  Arbeiter- 
versicherung,"  (Conrad's  "  Jahrbuoher,"  1907,  pages  03-88  and  364- 
378).  The  author  concedes,  however,  at  the  outset  that  the  expenses 
of  poor-relief  are  almost  everywhere  steadily  rising. 
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Cost  of  Sickness1 


Ymt 


1885 
1886 
1887 
1888 
1889 
1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 


47,400,121 

53,041,099 

55,202,067 

61,561,484 

70,975,191 

84,040,014 

89,166,091 

94,258,373 

101,971,698 

99,588,457 

104,822,366 

109,722,779 

120,487,910 

128,057,300 

145,324,200 

157,865,200 

163,355,600 

167,801,400 

180,841,700 

213,931,500 

232,243,900 

241,793,600 

273,887,500 


Per 
Member 


11.40 
11.55 
12.77 
12.96 
13.55 
14.35 
13.67 
13.93 
13.81 
14.45 
14.60 
15.87 
16.58 
16.94 
17.02 
17.69 
19.97 
20.76 
20.68 
22.56 


For  each 
of 


26.41 
30.99 
31.78 
34.93 
34.76 
34.69 
37.19 
38.03 
36.50 
39.96 
38.77 
39.70 
40.64 
42.68 
42  74 
43.01 
45.25 
47.00 
47.84 
50.64 
52.16 
54.70 
55.35 


L>my  of 


1.88 

2.02 

2J04 

2418 

2.12 

2.15 

2.19 

2.20 

2J21 


230 

2.34 

2.40 

2.40 

2.43 

2.45 

2.49 

2.52 

2.56 

2.63 

2.76 

2.81 


Not  only  has  the  expenditure  for  sickness  increased,  but 
also  the  number  of  cases  of  sickness  in  proportion  to  the 
insured,  the  number  of  days  of  sickness  in  proportion  to 
the  insured,  and  the  number  of  days  of  sickness  in  propor- 
tion to  each  case  of  sickness.  On  the  other  hand,  the 
number  of  deaths  has  fallen  in  proportion  to  the  number 
insured,  as  is  shown  by  the  following  table:3 

1  This  table  is  taken  down  to  1897  from  "Lass  und  Zahn,"  p.  144. 
The  figures  for  the  later  years  are  compiled  and  computed  from  "Statis- 
tik  des  Deutschen  Reichs,"  Vols.  CLVI  and  CXGIV. 

'This  table  is  taken  down  to  1897  from  "Lass  und  Zahn,"  p.  139. 
The  figures  for  the  later  years  are  compiled  from  "Statistik  des  Deut- 
schen Reichs/'  Vols.  CLVI  and  CXGIV. 
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Cases  of  fis«*"f— 

Days  of  Sickness 

Deaths 

Absolutely 

Per 
100  in- 
sured 

Absolutely 

Per 
100  in- 
sured 

Per 

case  of 

sick- 

Ab- 
solutely 

Per 
100  in- 
sured 

1888... 

1,762,520 

32.6 

29,528,770 

547.0 

16.8 

44,500 

0.96 

1889... 

2,042,082 

33.2 

33,428,682 

544.1 

16.4 

48,388 

0.95 

1890... 

2,422,350 

36.8 

39,176,689 

595.4 

16.2 

54,287 

0.99 

1891  . . . 

2,397,820 

34.9 

40,798,620 

593.0 

17.0 

54,002 

0.95 

1892... 

2,478,237 

35.6 

42,756,026 

614.7 

17.3 

56,413 

0.98 

1893 . . . 

2,794,027 

39.3 

46,199,436 

650.1 

16.5 

57,295 

0.98 

1894... 

2,492,309 

34.2 

43,686,440 

599.9 

17.5 

54,  Onto 

0.90 

1895 . . . 

2,703,632 

35.9 

46,470,023 

617.5 

17.2 

55,314 

0.89 

1896 . . . 

2,763,757 

34.8 

47,608,226 

599.2 

17.2 

57,000 

0.86 

1897... 

2,964,937 

35.6 

51,513,783 

617.9 

17.4 

59,432 

0.85 

1898 . . . 

3,002,593 

34.2 

53,201,173 

606.6 

17.7 

60,334 

0.82 

1899  . . . 

3,476,067 

38.0 

60,406,683 

659.8 

17.4 

67,550 

0.87 

1900... 

3,679,285 

38.6 

64,916,827 

681.8 

17.6 

71,349 

0.88 

1901  . . . 

3,617,022 

37.5 

66,652,488 

691.3 

18.4 

67,889 

0.83 

1902... 

3,578,410 

36.3 

67,377,057 

683.5 

18.8 

68,624 

0.82 

1903... 

3,782,620 

37.0 

71,726,598 

701.5 

19.0 

69,785 

0.80 

1904... 

4,229,177 

39.5 

83,259,967 

777.4 

19.7 

73,211 

0.80 

1905... 

4,451,448 

39.8 

88,082,296 

787.5 

19.8 

77,965 

0.81 

1906... 

4,423,756 

37.8 

87,444,605 

748.1 

19.8 

77,237 

0.76 

1907  . . . 

4,956,388 

40.8 

97,148,780 

800.3     19.6 

82,486 

0.78 

Curiously  enough,  a  somewhat  similar  phenomenon 
shows  itself  in  the  case  of  accidents.  Not  only  has  the 
number  of  accidents  indemnified  increased  absolutely,  but 
it  has  increased  in  proportion  to  the  number  of  those 
insured. 

"Fortunately,"  says  the  report,  "not  the  more  serious 
accidents  which  result  in  death  or  complete  inability  to 
work  make  up  the  increase  in  the  frequency  of  accidents. 
On  the  contrary  these  show  a  digressive  tendency  .  .  . 
only  the  lighter  accidents,  that  is  those  with  partial  con- 
tinuing, and  particularly  those  with  a  temporary,  inability 
to  work  have  increased."  These  facts  are  shown  in  the 
following  table: 
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Number  of  Injured  Persons  fob  Whom  Indemnities  Have  Been 
Granted  for  the  First  Timb  in  All  Kinds  of  Accident 
Insurance1 


Absolute  Figures 

Per  1,000  Insured 

Consequences  of  the  Injury 

Consequences  of  the  Injury 

Permanent 

Jr ^ITPff***** 

In  AH 

Death 

Incapacity 
of  Support 

Ten* 
porary 
incapac- 
ity 

In  AH 

D 

Incapacity 
of  Support 

Tern- 
porarv 

Com- 
plete 

Partial 

Com- 
plete 

Partial 

inca- 
pacity 

looO.  • 

21,067 

8,646 

2,203 

11,023 

4,186 

2.08 

035 

0.21 

137 

0.40 

1889.. 

81,019 

6,186 

2,882 

16,387 

6,616 

232 

039 

0.22 

132 

0.49 

1890.. 

41,420 

6,968 

2,681 

22,616 

10,166 

333 

0.44 

030 

1.66 

0.74 

1891.. 

60,607 

6,846 

2,661 

27,788 

13,812 

230 

035 

0.14 

134 

0.77 

1803.. 

64,827 

6,811 

2,640 

30,669 

16,807 

8.04 

032 

0.16 

139 

038 

1898.. 

61,874 

6,246 

2,487 

36,236 

16,906 

3.41 

034 

0.14 

230 

033 

1894.. 

68,677 

6,260 

1,762 

88,962 

21,723 

3.78 

034 

0.10 

2.14 

130 

1896.. 

74,467 

6,886 

1,668 

40,627 

26,937 

4.06 

035 

0.09 

230 

1.41 

1896.. 

86,272 

6,989 

1,624 

44,873 

32,386 

434 

039 

0.09 

232 

134 

1897.. 

91,171 

7,287 

1,462 

46,489 

36,943 

6.08 

0.41 

0.06 

239 

230 

1898.. 

96,774 

7,040 

1,109 

47,764 

40,063 

630 

0.48 

036 

2.62 

2.19 

1899.. 

104,811 

7,999 

1,297 

61,240 

44,875 

6.68 

0.43 

037 

2.75 

238 

1900.. 

106,447 

8,449 

1,366 

61,111 

46,521 

6.63 

0.45 

037 

2.70 

2.41 

1901.. 

116,089 

8,369 

1,416 

64,840 

61,974 

6.15 

0.44 

038 

2.88 

2.75 

1902.. 

119,901 

7,842 

1,396 

66,264 

55,899 

638 

0.41 

037 

2.90 

2.90 

1903.. 

127,947 

8,286 

1,517 

68,129 

60,065 

637 

0.42 

0.08 

239 

338 

1904.. 

186,126 

8,662 

1,678 

62,668 

63,438 

635 

0.43 

038 

3.15 

3.19 

1906.. 

189,787 

8,767 

1,476 

63,680 

66,024 

6.91 

0.43 

038 

3.14 

336 

1906. 1 188,283 

8,970 

1,464 

60,814 

67,046 

6.67 

0.43 

037 

238 

834 

This  is  a  curious  phenomenon.  The  official  report  says, 
"  From  what  has  been  said  there  is  no  ground  for  the  claim 
that  obligatory  accident  insurance  itself  leads  to  an  in- 
crease of  accidents,  in  that  it  makes  the  workingmen  care- 
less and  employers  indifferent.  That  any  one  should  now, 
having  regard  to  the  existing  insurance,  expose  himself 
more  frivolously  to  an  accident;  that  he  should  allow  a 
finger  to  be  cut  off,  or  allow  his  leg  to  be  crushed,  is  in  con- 
tradiction, as  Boediker  well  remarks,  to  the  instinct  of 
self-preservation.  The  fear  of  pain,  the  uncertainty  of 
the  result,  which  may  be  deadly,  operate  upon  the  mind 
more  than  the  prospect  of  getting  an  allowance  which  at 

>  "Stattetiscbea  Jahrbuch  far  das  Deutsehen  Reich/'  1906,  p.  312. 
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the  most  may  be  equal  to  two-thirds  of  the  forfeited  earn- 
ings. Accidents  which  are  brought  about  intentionally  are 
in  any  case  not  indemnified."1 

This  a  priori  reasoning  is  a  plausible  answer  to  the  claim 
that  men  deliberately  injure  themselves  to  get  an  indem- 
nity, but  cases  are  not  unknown  in  which  people  have 
acted  in  what  seems  to  be  an  irrational  manner,  and  it 
still  remains  necessary  to  explain  why  minor  accidents 
should  have  increased  in  spite  of  the  very  great  efforts 
made  by  employers  to  introduce  safety  appliances  and  pre- 
vent injuries.  A  number  of  reasons  are,  therefore,  given 
for  this  increase: 

(1)  It  is  said  that  they  are  more  strictly  reported,  which 
may  well  have  been  the  case  ten  years  ago,  but  it  is  hardly 
probable  that  an  increasing  accuracy  in  reporting  accidents 
should  continue  through  twenty  years. 

(2)  The  increase  in  the  use  of  machinery  and  the  con- 
centration of  workingmen  in  large  establishments  is  given 
as  a  reason,  but  this  argument  seems  to  be  weakened  by 
the  fact  that  the  increase  in  the  frequency  of  accidents  is 
more  noticeable  in  agriculture,  where  the  Germans  use 
much  less  machinery,  than  in  industry,  for  while  the  indus- 
trial accidents  indemnified  increased  378  per  cent,  in 
eighteen  years,  accidents  in  agriculture  increased  492  per 
cent,  in  sixteen  years.'  Moreover,  it  is  remarkable  that, 
if  the  different  occupations  are  ranked  according  to  the 
frequency  of  accidents,  those  which  involve  the  use  of 
comparatively  little  machinery  are  near  the  head,  while 
those  involving  much  machinery  are  at  the  foot.  Thus 
the  number  of  persons  indemnified  per  1000  persons 
injured  is  found  to  be  16.97  per  cent,  in  the  case  of  vehicle 
driving,  13.51  per  cent,  in  the  case  of  grist-mills,  11.94 
per  cent,  in  the  case  of  quarries,  while  in  railroads  it  is 
but  5.86  per  cent.,  in  metal  industries  4.21  per  cent.,  in 

i  "Lass  und  Zahn,"  P-  1*7. 

1  The  percentages  are  based  upon  the  figures  given  in  "Statistisches 
Jahrbuch  fur  das  Deutsche  Reich/'  1908,  p.  312. 
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textile  3.41  per  cent.1  The  claim  that  machinery  is  re- 
sponsible for  the  increase  in  accidents  would,  therefore, 
hardly  seem  to  hold  true. 

(3)  It  is  claimed  that  the  great  activity  of  trade  has 
required  the  appointment  of  leas  experienced  men.  It  is 
impossible  to  control  this  statement  by  statistics,  but  some 
light  is  thrown  upon  it  by  the  figures  which  show  that  acci- 
dents are  much  leas  frequent  in  proportion  among  the 
younger  men  than  among  the  middle  aged  and  elderly. 

It  appeared,  for  instance,  in  1897  that  the  number  of  the 
injured,  in  proportion  to  one  hundred  insured  in  each  class, 
varied  as  follows: 

Under  16 0.24       20-30 0.54       50-60 1.38 

10-18 0.32       30-10 0.92       60-70 1.42 

18-20 0.36       40-50 1.23       70  and  over  . . .  0.85 

It  is  not  shown  that  the  inexperienced  laborers  are  neces- 
sarily young,  but  this  is  not  an  unfair  assumption. 

(4)  The  increased  familiarity  of  the  men  with  the  law  is 
given  as  not  the  least  of  the  causes,  and  there  seems  every 
reason  to  consider  this  true.  In  other  words,  the  causes  of 
the  accidents  are  not  mainly  material  or  mechanical,  but  to 
a  large  extent  psychological. 

The  psychological  element  in  accidents  also  shows  itself 
in  the  distribution  of  accidents  according  to  the  day  of  the 
week  and  the  hour  of  the  day.  We  find  quite  universally 
that  Monday  furnishes  the  largest  number  of  accidents,  and 
Saturday  the  next  largest,  and  this  law  applies  both  to 
industry  and  to  agriculture.  An  interesting  table  bearing 
upon  the  same  subject  is  one  which  shows  an  increasing 
percentage  of  accidents  due  to  the  fault  of  the  industrial 
worker: 

1  Figures  quoted  in  "Last  und  Zahn,"  p.  170,  also  in  the  "Report 
of  the  New  York  Bureau  of  Labor  for  1800,"  p.  760. 
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Fault  of  employer 

"     "  worker 

"     "  both  together 

"     "  fellow  workers,  or  third  person . . 
Other  causes,  such  as  danger  of  occupation 


1807 


17.90% 
29.74 

4.83 

6.31 
42.82 


One  is  tempted  to  contrast  the  German  figures  with  the 
results  of  the  operations  of  a  mutual  fire  insurance  com- 
pany in  which  the  beneficiaries  also  bear  the  losses,  and 
therefore  have  a  direct  motive  for  minimizing  them.  The 
Manufacturers'  Mutual  Fire  Insurance  Company  was  organ- 
ized in  1850.  It  was  for  many  years  under  the  manage- 
ment of  Edward  Atkinson,  as  president  and  treasurer. 
Being  mutual,  it  is  similar  to  the  accident  insurance  asso- 
ciations of  Germany,  in  that  those  who  pay  the  premiums 
also  have  to  bear  the  losses;  so  that  the  manufacturers  in 
this  company  are  interested,  as  the  German  manufact- 
urers are,  in  reducing  to  a  minimum  the  accidents  that 
cause  losses.  The  statistics,  running  over  half  a  century, 
are  very  instructive  regarding  the  effects  of  this  system, 
especially  if  we  take  the  figures  averaged  by  decades.  The 
single  years  show  considerable  variations,  as  might  be  ex- 
pected. The  report  issued  for  the  year  ending  December 
31,  1899,  gives  the  rate  of  loss  to  the  amount  written  per 
hundred  dollars,  as  follows: 

First  decade     1850-1859—0.3031 

Second  decade 1860-1809—0.2427 

Third  decade    1870-1879—0.2098 

Fourth  decade 1880-1889 — 0.1903 

Fifth  decade   1890-1899—0.1060 

It  is  difficult  to  escape  the  impression  that  the  number  of 
minor  accidents  has  increased  under  the  operation  of  the 
insurance  laws.  Whether  workmen  have  become  more 
careless,  or  whether  they  have  become  more  ready  to 
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exaggerate  their  injuries,  the  effect  of  giving  them  under  the 
forms  of  insurance  an  indemnity  of  which  they  do  not  bear 
the  burden  seems  to  have  stimulated  an  irresponsibility, 
which  all  the  efforts  of  the  employers  to  diminish  accidents 
have  not  yet  overcome. 

There  are  other  facts  which  indicate  similarly  a  relaxa- 
tion of  the  spirit  of  self-help.  The  deposits  in  the  savings 
banks,  while  they  show  an  increase,  show  a  diminishing 
rate  of  increase  of  the  smaller  deposits,  as  compared  with 
deposits  in  general. 


Deposits  and  Small  Depositors  in  Prussia 

Total 
Deposits 

i,ooUooo 

Jpfpymp^> 

Number 

Depositors 

Under60M. 

000 
Omitted 

Per 
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of  all 
Depos- 
itors 

Increase 

- 

Absolute 
1,000,000 

Per 

QGOt« 

Absolute 

1000 
Depositors 

Per 
Cent, 

1880  .... 
1885  .... 
1890  .... 
1895  .... 

1900  .... 

1901  .... 

1902  .... 

1,593 
2,261 
3,281 
4,345 
5,745 
6,236 
6,727 

•   •    •   • 

668 

1,020 

1,064 

1,400 

491 

491 

•  •  ■  ■ 

41. 

45, 

32. 

32. 
8.5 
7.8 

726 
1,214 
1,609 
1,972 
2,421 
2,514 
2,624 

•  •   •  •» 

•  •   •  • 

29.4 
28.9 
28.1 
28.0 
28.0 

•  •  •   • 

489 
395 
363 
449 
93 
110 

... 

69. 

32. 

22. 

22. 
3.8 
4.3 

Dr.  Barthelme,*  from  whose  book  the  foregoing  figures 
are  taken,  shows  that  in  Germany  the  savings  banks  are 
not  used  by  the  poorer  classes  as  much  as  they  should  be. 
He  therefore  advocates  a  special  system  of  premiums  on 
savings.  < 

It  was  stated  at  the  beginning,  as  one  of  the  chief  char- 
acteristics of  government  insurance,  that  the  premium  was 
turned  wholly  or  partly  into  a  tax  —  a  payment,  there- 
fore, not  borne  exclusively  by  the  beneficiary.  The  Ger- 
man experience  with  this  kind  of  insurance  seems  to  show 

xDr.  Georg  Barthelme:  "Das  Deutschen,  insbesondere  das  Preus- 
asche  Sparkassenwesen,"  pages  48  and  60. 
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that  it  is  possible  with  a  highly  trained,  intelligent  admin- 
istration to  carry  through  a  scheme  which  will  compel 
provision  against  various  contingencies,  and  that  this  can 
be  done  without  checking  the  growth  of  industry  or  lower- 
ing wages.  The  great  danger  of  the  system  seems  to  lie  in 
its  effects  upon  the  beneficiaries  themselves.  When  we 
find  that,  in  spite  of  measures  to  diminish  accidents,  and 
in  spite  of  a  diminution  in  the  more  serious  accidents, 
the  proportion  of  minor  accidents  is  steadily  increasing; 
when  we  find  that  in  spite  of  generally  improved  sanitary 
conditions  and  a  diminished  death-rate,  the  cases  of  sick- 
ness are  increasing  in  proportion  to  the  number  of  the 
insured,  and  that  the  average  duration  of  each  case  of 
sickness  is  lengthened,  the  conclusion  seems  inevitable 
that  the  working  classes  as  a  whole  are  taking  advantage 
of  the  insurance  benefits  to  make  more  of  their  accidents 
and  ailments  than  they  did  in  the  beginning.  If  such  a 
thing  is  possible  under  an  administration  which  is,  on  the 
whole,  very  strict  and  punctilious,  we  naturally  ask,  what 
would  it  be,  if  the  government  officials  were  lax,  or  corrupt, 
or  subject  to  political  influence?  In  other  words,  the 
indications  are  that  unsuspected  and  rather  insidious 
evils  have  developed  under  the  system,  which  must  be 
taken  account  of  by  any  country  which  aims  to  copy  it. 
As  in  all  legal  measures,  we  must  weigh,  not  only  the 
mechanical  operations  of  the  laws,  but  also  their  effect  on 
the  mind  and  character  of  those  to  whom  they  apply. 
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